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A Banker’s Diary 


Mid-August—Mid-September 


IN all sections of the money market, as in other depart- 
ments of the City, the past month has provided an 
7 _ object lesson in the City’s reactions to 
Sharp Rise really acute political fears. Perhaps the 
in Discount le Rae aa siaimanliine 
Rates most striking commentary on the severity 
of the crisis is the fact that the discount 
market, for the first time since I93I or even earlier, has 
shown itself to be affected by external events. For the 
first time in years discount rates have been fixed, not on 
the assumption that cheap money must be an everl: asting 
thing, but sufficiently above the bill money rate of } per 
cent. to include an element of insurance against the 
risks with which the market suddenly found itself con- 
fronted. The initial impetus to the rise in rates came 
from the fact that the banks, although willing enough to 
grant day-to-day loans against bills at the usual rate of 
! per cent., sharply reduced their actual bill purchases 
obviously in order to maintain a highly liquid position 
in case of unusual withdrawals of currency notes by the 
public as well as to compensate for the loss of foreign 
deposits. The result was that the market’s outlet for 
bills, despite continual special buying on a fair scale, 
became a very restricted one. This position was reflected 
in arise in Treasury bill rates at the September 23 tender 
to 19s. 7d., against less than Ios. 6d. three weeks earlier. 
Meanwh tile, the banks almost completely withdrew from 
the market, while those banks which did effect purchases 
raised their buying rate for three months bills to 43 per 
cent., the rate for official purchases, which comprised 
only ‘short-dated maturities, being raised from 17/32 to 
¢ per cent. Rates hardened progressively, quotations 
on September 24 being 1} per cent. for the three months 
bill, 1} per cent. for four months, and up to 7? per cent. 
for six months paper. These are the highest market 





A BANKERS DIARY 3 


rates seen since the inauguration of the cheap money 
period. The basis of allotment at the September 23 
tender was the highest rate since December 11, 1936, 
when rates were, of course, experiencing a se isons il rise. 

The opinion has been expressed that the market’s losses on 
its recent bill purchases, and this indication that in times 
of emergency bills may become almost unsaleable except 
at Bank Rate, may suffice to prevent a relapse in bill 
rates to the famine levels of recent years. On the other 
hand, it is probable that a continuance of discount rates 
in the neighbourhood of I per cent. might induce the banks 
to raise their rate for bill money to, say, }? per cent. 


Another repercussion of the political crisis on the 
discount market has been a considerable stiffening in bond 
money rates. This has been due to causes 
Much Out- Jargely distinct from those which have been 
side Bond responsible for the rise in bill rates. The 
Money Pa 
Disappears Chief factor has been a large-scale disappear- 
ance from the money market of outside 
funds previously employed through this channel, on 
account of the transfer of such balances to New York 
(either for reasons of safety or as a response to the 
widening in the forward premium on dollars) or their 
employment for the finance of gold arbitrage. In either 
event, what actually happens to such money is that it is 
paid to the Exchange Account (i.e. transferred out of 
bankers’ deposits at the bank into public deposits), either 
in payment for dollars bought in the exchange market 
and supplied ultimately by the Control, or in payment 
for gold sold by the authorities in the open market. On 
account of the disappearance of outside money in consider- 
able quantities, # per cent. became the minimum rate 
normally paid towards the middle of September, while 
é per cent. was quite frequently obtained, and on occa- 
sions even clearing bank I per cent. money was taken. 
The amount of borrowings—or attempted borrowings— 
of clearing bank money against bonds might have been 
considerably larger but for the fact that market portfolios 
bonds were being partially liquidated owing to the 
disconcertingly heavy falls in price due to the crisis, 
with the consequent shrinkage in margins and fears of 
further losses in price. 
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It cannot be said that the pressure on gilt-edged prices Was 
in any way intensified by the rise in bond money rates. 
The bond position has been in many ways 

Case for 5 artificial as the bill position, the finance 
Open-Market of bond positions by market houses having 
Operations in been limited by considerations of prudence 
Securities and convention rather than profit, so that 
positions never came anywhere near being 

expanded to the point at which bond money rates and 
the yield on shorts were equalized but for a small margin 
of profit. The rise in rates, therefore, was not sufficient 
to induce liquidation for the reason that “ marginal ”’ 
holdings of bonds were rendered unprofitable, even 
allowing for the element of compensation for risk- 
bearing which bond operations should yield; it would 
always have paid anybody who desired to run bonds on 
the normal scale to run them on clearing bank money 
if he was unable to obtain outside money in the market. 
At the same time it is arguable that the decline in prices 
of gilt-edged could and should have been checked by 
open-market operations in securities, instead of bills, to 
compensate for the disappearance of outside bond money 
into public deposits. Special buying of bills does little 
to relieve an immobilization of credit brought about in 
that manner. It simply means that credit which goes 
into the Bank as bond money comes out again as bill 
money; the maarketn for bill money and bond money 
are quite separate so long as bond money rates are 
between } per cent. and I per cent., so that the technical 
shortage of bond money would pe rsist even if the whole 
of the immobilized credit were restored to the market. 

























































IN actual fact, nothing like the whole of the credit 
immobilized in recent weeks had been returned to the 
’ market by the third week in September. 
Severe As is shown by the following extract from 


ao the Bank Returns, public deposits increased 
Immobiliza- fake aa — 
tion from {9-5 millions on August 3 to £32:2 


millions on September 7 (almost wholly as a 
result of the excess of the Exchange Account’s gold 
losses over the Treasury’s current disbursements of 
funds), with the result that over the same period bankers’ 
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deposits were driven down from {113-4 millions to 
{91-3 millions. 
(In £ millions) 


Public Bankers’ Government Notes in 
1938 deposits deposits securities circulation 

August 3... 9°5 11I3°4 I14°7 497°8 
ia so 19°3 106-1 109°7 490°0 

~ yy Zara 20°I 105° 104°6 482-6 

is 7 ae 24°0 IOI-6 IOI‘9 478°7 

~ ; ae 27°8 94°7 102°I 480°4 
September 7.. 32:2 gI°3 I0I*3 480-1 


The most striking point which emerges from a 
scrutiny of these figures is that, although the immobili- 
zation of credit on public deposits was progressive and 
continuous, the Banking Department continued to reduce 
its holding of Government securities for the obvious 
purpose of neutralizing the reflux of notes from cir- 
culation. This persisted even during the period in 
which special purchases of bills were being made in 
order to accelerate the release of the Exchange Account’s 
accumulated funds. While the Bank’s left hand was 
helping to ease the credit position, in other words, its 
right hand continued to tighten the screw. By Septem- 
ber 21, however, public deposits had fallen again to 
{18-4 millions and bankers’ deposits been restored to 
£100°9 millions. 


A TENDENCY in recent years to stabilize the level of 
total deposits instead of bankers’ deposits is apparently 
responsible for this simultaneous pursuit of 

The Problem conflicting objectives. Such a policy is, of 
of Credit course, the negation even of orthodox 
Policy central banking, which recognizes the off- 
setting of temporary immobilizations as a 

primary duty of the central bank. It is the more sur- 
prising on this occasion as the immobilization was due 
to a purely extraneous factor (the withdrawal of gold 
which had been held against short-term external liabilities 
and never allowed to enter into the basis of credit). A 
rule-of-thumb policy of neutralizing movements in the 
note circulation in all circumstances is, of course, in- 
compatible with the fullest exploitation of the Exchange 
Account as a means of protecting the internal credit 
structure against disturbances arising from outside, 

B 
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the technique of which is discussed in detail in an article 
in _~ current issue (“‘ The Technique of Insulation,” 
P. 5 That the stabilization of total deposits has, in 
Fact: — used as a criterion of credit policy irrespective 
of the locking-up of credit in considerable quantities is 
illustrated by the following series of figures taken from 
the Bank Returns of May. These provide a complete 
parallel with the recent returns, the more striking as 
the immobilization of that period resulted from exactly 
the same cause as in August-September, the E xchange 
Account’s losses of gold, due on that occasion to the 
large-scale repatriation of French balances :— 
(In £ millions) 


Public Bankers’ Government Notes in 

1938 deposits deposits Securities circulation 
May 4 os 10°7 1175 117°8 490°5 
a 2 se 36° 6 87°9 105°7 482-2 
18 28°5 93°2 98-3 478-6 
, ae ni 26°5 gI-2 95°7 480-2 


In reply to such criticisms it might be retorted (and in 
fact has been) that they magnify a molehill into mountain- 
ous proportions, since the immobilization of 

Much Ado Credit did not result in any real stringency 
about in the market. That is, of course, perfectly 
Nothing? true. But the objection raised is not that 
the immobilization of credit caused embar- 

rassment to the discount market (though some of the 
private firms, not abundantly provided with October 
maturities for resale to the official buyer, were less 
satisfied with the official policy than the large houses), 
but that it was unnecessary. There is no good reason 
why a withdrawal of foreign funds, prov ided these have 
not been allowed to cause an expansion of credit, should 
be allowed to cause a contraction for a_ protracted 
period. The low level to which bankers’ deposits had 
been reduced at the onset of the crisis was undoubtedly 
one of the reasons which prompted the banks to close 
down so sharply on bill purchases and so force up interest 
rates—a disquieting symptom at a time when nerves 
were already taut. The argument that an immobilization 
of credit which does not cause a stringency does not 
matter is itself hardly applicable to present conditions. 
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This argument was originally applied to the May 
immobilization. When special purchases of bills proved 
insufficient rapidly to release the Exchange Fund’s 
accumulated resources, owing to the fact that the market 

was not prepared to sell bills in any volume at normal 
rates, it was pointed out—quite correctly—that had the 
market been driven into the Bank it would have been 

glad to sell its bills at almost any rate and the immobilized 
credit would thus have been released quickly enough. 
But if the release of funds which have become immobilized 
as the result of a purely extraneous factor can only be 
accomplished rapidly when a real stringency is allowed to 
develop, that is undoubtedly a flaw in our technical 
arrangements which official policy should do all in its 
power to remedy. Despite the further reduction in 
Government securities shown by the Bank Return of 
September 16 the release of Exchange Account funds 
was being considerably speeded up in the third week of 
September. As a result partly of the under-allotment 
by £3,000,000 of the bills offered at the September 16 
tender, payments for bills in the following week fell 
short of maturities by no less than £11,000,000. This fall 
in the tender issue will probably be steep and prolonged. 
It was presumably on behalf of the Exchange Account 
that the official broker was accumulating October 
and early November maturities, and when these mature 
they will no doubt be replaced by tap bills. 


TuE political tension in Europe continued to induce the 
movement of European capital to New York on a large 
scale, with resulting pressure on the sterling 
and other exchanges. From 4:87 on August 
12 the dollar rate continued to fall almost 
without interruption to 4-77? at one time 
on September 24, this being, of course, a new 
low since early 1935. The fall took place in the face of 
heavy official support for sterling, the Control adopting 
its usual tactics of retreating before a heavy selling 
pressure on sterling. As to the extent of the gold lost 
in support of sterling, it is impossible to hazard a guess, 
as the Exchange Account has been investing its funds 
in tender bills obtained in competition at the weekly 
tenders or by special purchases from the market, but we 
B2 


Further Rise 
in Dollars 
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have already seen that the losses were sufficiently heavy 
to cause a progressive immobilization of credit for some 
weeks. If the figure of the Exchange Account’s gold 
holding as at September 30 does not show a reduction of 
ftoo millions on the March 31 figure it will be very 
surprising. 


SIDE by side with the rise in the dollar there has, of 
course, been a further rise in the price of gold, which on 
September 14 was fixed at a new high 
ae since 1935 of 144/11d., this representing 
Resells Gold 4 discount of 4d. on the dollar parity. 
Later in the day the price touched 145/-. Until near the 
middle of September the large turnovers at the fixing 
were due largely to arbitrage shipments to the United 
States but partly to a continuance of the Continental 
hoarding which has been the normal response to European 
tension. On September 12 there was an abrupt change 
in the situation, however, the disquieting news over the 
week-end prompting reselling by Continental hoarders to 
the extent of {1,311,000 at the fixing. This was due to 
nervousness, almost certainly unfounded, that in the 
event of war London gold holdings, even in foreign 
ownership, might be impounded. Such reselling continued 
on subsequent days. On the following Thursday, gold 
arbitrage was made exceptionally difficult by the can- 
cellation of the general war risk clause and a sharp rise 
in the actual premiums charged for such cover. (Ab- 
normal premiums had already been paid for reinsurance 
of gold on the “ Queen Mary,” but that was a normal 
market reaction to the fact that the vessel was carrying 
gold equivalent to about twice her own value, i.e. almost 
£11,000,000). The rise in premiums to a general level of 
2s. 6d. per cent. was equivalent to an increase of rd. 
per ounce in the expense of shipping gold, and thus to 
a corresponding fall in the dollar parity. But as con- 
ditions varied so greatly between different operators it 
was impossible to define an exact dollar parity, the price 
being fixed on the basis of supply and demand (though 
in fact varying with the dollar and being sufficiently low 
to make arbitrage profitable to those willing to undertake 
the various risks involv ed, including that of finding 
continued finance in the event of war). 








A BANKER’S DIARY | 7 9 





THE August trade returns showed little change in recent 
trends. Imports, as will be seen from the appended 
Import table, were a little higher than in the pre- 
Surplus vious month (though sharply down on the 
reduced in year), while exports were slightly lower. In 
August one respect, however, the figures represented 
a certain improvement. The excess of imports over 
exports, which in July was £12-4 millions higher than at 
the corresponding date in 1937, now shows an increase 
of only £7-9 millions for the eight months at {267-3 
millions. 
The Returns are summarized in the following table : 
(In £ millions) 
August, 1938 July, 1938 August, 1937 


Imports es a in 74°1 73°9 86-6 
Exports, U.K. goods we 36°3 37°5 42°6 
Re-exports .. i oe 5:0 4°6 6°7 
Total exports. . ‘“ ¥s 41°4 42:1 49°2 
Import surplus bi a 32°7 31°9 37°4 


The Technique of Exchange 
Control 


By Paul Einzig 


URING the course of its six years of existence the 
D Exchange Equalization Account has developed a 

set of rules regarding the technique of its opera- 
tions. For the most part the development was probably 
unconscious. The adoption of a rule was not the result 
of a deliberate decision but followed the adoption of the 
technique in practice. There were nevertheless some 
fundamental principles which contributed towards the 
shaping of the policy and technique of the Exchange 
Equalization Account. 

In the first place it has been a rule that the Exchange 
Equalization Account should aim at moderating the 
prevailing trend rather than resisting it rigidly. To 
quote the term frequently used by Mr. Chamberlain as 
Chancellor of the Exchequer in answering Parliamentary 
questions and criticism, the object of the Exchange 
Equalization Account is to “ iron out ”’ exchange fluctua- 
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tions. This does not mean that the authorities do not 
ever resist rigidly a buying or selling pressure on sterling. 
From time to time they put up a stubborn resistance at 
a given level, presumably because they do not realize the 
strength and persistence of the trend against which they 
seek to defend sterling. The moment they become aware 
that they are confronted by a major trend they usually 
decide to yield gradually and to confine their activities to 
rearguard action. 

From the rule that the Exchange Equalization 
Account should aim at ironing out fluctuations it follows 
that the authorities are always anxious to smooth out 
such exchange movements as are allowed to take place. 
Not only do they abstain from applying tactics aiming at 
swift changes in the exchange rates, but they also usually 
resist such swift changes when they occur naturally. 
The monetary authorities in other countries are known 
to have brought about a sudden fall in the national 
exchange, or allowed such a fall to take place, in order 
that it should be easier for them to defend the exchange 
at the lower level, or in order that they should have a 
chance to squeeze bears. The Exchange Equalization 
Account is not known ever to have adopted such tactics, 
at any rate on any noteworthy scale. Even when the 
authorities realize that an appreciation or depreciation of 
sterling is inevitable, they do their utmost to spread the 
movement over a comparatively long period. Occasion- 
ally they engineer a recovery after a moderate fall, but 
the extent of their intervention of this type is not 
sufficient to label the tactics as bear-squeezing attempts. 
The authorities evidently do not believe in giving rope 
to speculators. They leave these kinds of operation to 
their more temperamental colleagues on the continent. 

Within the comparatively brief period of their exis- 
tence, the managers of the Exchange Equalization 
Account have become the slaves of their own traditions 
to a remarkable degree. In innumerable instances it 
would have been advantageous to allow sterling to drop 
suddenly and then to defend it at a lower level. Instead, 
the authorities resist the downward trend and spread 
the inevitable decline over several weeks or even months 
rather than allow it to take place in a few minutes or a 
few hours. Their tactics involve at times considerable 
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waste of resources, but notwithstanding this, official 
quarters are determined to avoid taking the more 
spectacular course which would on many occasions have 
saved them much financial ammunition. 

The Exchange Equalization Account is also subject 
to a self-imposed handicap regarding its attitude towards 
dealings in forward exchange. The Bank of England 
has always been strongly opposed to Central Banks 
operating in the forward exchange market, and the 
Exchange Equalization Account has adopted a similar 
attitude. The authorities are not known ever to have 
operated in forward exchanges on their own account, 
even though on various occasions they have had to 
carry out orders on account of foreign monetary authori- 
ties. It is difficult to understand the prejudice against 
forward exchange operations that prevails in Thread- 
needle Street and Whitehall. Even if it were correct to 
say that forward exchange operations are essentially 
speculative, there is no reason why the authorities 
should not beat speculators at their own game. A fair 
percentage of forward exchange operations, however, 
is genuinely commercial, and the institution of forward 
exchange has universally been admitted to serve an 
extremely useful purpose. To ignore its existence, or 
at any rate to refrain from making use of it, is a ty pical 
example of the mentality that induces some old-fashioned 
family solicitors to do without a typewriter, and to 
consider it the hall-mark of respectability to scribble 
their letters, preferably with quill pens. The forward 
exchange market has become part of our modern equip- 
ment, and it would be as well if the authorities were to 
realize this and discard their unjustifiable prejudice 
against operating in forward exchange on their own 
account. 

Innumerable instances could be quoted in which the 
purpose which the Exchange Equalization Account serves 
could have been performed more efficiently by operations 
in forward exchanges as well as spot exchanges. The 
question of the advantages and disadvantages of official 
intervention in forward exchanges is admittedly highly 
controversial, but it is a wrong ‘attitude to rule forward 
exchange operations out of court through sheer old- 
fashioned prejudice. 
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By resorting to forward exchange operations, the 
authorities would acquire a powerful weapon for the 
control of a substantial section of foreign balances, 
namely the funds transferred from centre to centre for 
interest arbitrage with the exchange risk covered. The 
movement of this swap money is at times an important 
factor in the foreign exchange market and can play 
either a constructive or destructive part. With the aid 
of official intervention regulating forward rates it would 
be possible to prevent unwanted movements of swap 
money or to provoke movements that suited the purpose 
of the authorities. Another advantage of taking a hand 
in forward exchange operations lies in the greater variety 
of transactions. The foreign exchange market is largely 
assuming the character of a battlefield in which highly 
skilled dealers and speculators match their wits against 
those of the authorities. In their fight against public 
interest the private operators have all the advantages 
of a wider choice among the types of transaction, while 
the authorities, who are in any case at a disadvantage 
in more than one way, handicap themselves by refraining 
from certain types of operation. The advantages of 
operating in the forward exchange market have been 
realized by most monetary authorities, among them the 
French Exchange Stabilization Fund, which has pursued 
a forward exchange policy since the autumn of 1937. 
There is no reason why our own Exchange Equalization 
Account should not follow this example. 

In one respect at any rate the authorities in charge 
of the Exchange Equalization Account have departed 
from their traditions during the last few years. They 
have resorted to the control of sterling by means of gold 
transactions as an alternative to direct transactions in 
the foreign exchange market. This method has several 
advantages. The most important is that it is much 
easier to camouflage operations in the gold market than 
operations in the foreign exchange market. Notwith- 
standing the fact that the authorities employ several 
banks and frequently change the banks which act on 
their behalf, the market is usually aware when the control 
operates, and is even in a position to form an approximate 
idea of the extent of its operations. On the other hand, 
secrecy in the gold market has been brought to a fine art. 
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The firm of N. M. Rothschild & Sons, which acts in the 
gold market on behalf of the authorities, is a very large 
dealer in gold, apart altogether from the official trans- 
actions, and since it has had a well-deserved reputation 
for secretiveness ever since the days of Waterloo, the 
market is never in a position to ascertain whether it is 
acting on behalf of the Exchange Equalization Account 
or not. Thus its gold operations help the Exchange 
Equalization Account to conceal to some extent changes 
in the volume of its gold resources. In itself the evidence 
that it has been a persistent seller of dollars does not 
mean that its gold resources have contracted to a 
corresponding degree, for there is always a possibility 
that its direct gold purchases, about which the foreign 
exchange market knows little or nothing, have largely, 
if not entirely, offset its sales of gold in connection with 
the support of sterling in the foreign exchange market. 
Nevertheless, it would be impossible altogether to 
substitute operations in gold for operations in exchange 
as a means of maintaining the stability of sterling. The 
authorities are not in a position to know whether, and to 
what extent, their purchases and sales of gold will result 
in a selling pressure or a buying pressure on sterling. 
Assuming that English people and foreign owners of 
sterling do not buy or sell gold, it is correct to expect an 
official sale of gold to bring about a corresponding buying 
pressure on sterling, and an official purchase of gold to 
bring about a corresponding selling pressure on sterling. 
While the first part of the assumption is reasonably safe, 
since the volume of gold transactions on behalf of British 
residents is negligible, it would be unjustifiable to assume 
that payment for sterling bought from the authorities 
must necessarily involve “the purchase of sterling, and 
that the proceeds of the sales of gold to the authorities 
must necessarily be transferred abroad. On various 
occasions the attempt to support sterling by means of 
sales of gold produced unsatisfactory results, for the 
simple reason that a very large proportion of the buyers 
of gold already possessed sterling, so that their purchases 
were not accompanied by an additional demand for 
sterling. In any case, even in the absence of any par- 
ticular one-sided trend, the effect upon sterling of 
operations in gold can be gauged only approximately, 
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and it is often necessary to supplement intervention in 
the gold market by direct intervention in the foreign 
exchange market. 

The technique pursued by the Exchange Equalization 
Account works very smoothly during normal or com- 
paratively normal periods, when official intervention 
almost assumes the nature of an exact science. It is 
the evident efficiency of official operations during such 
periods that has secured for the Exchange Equalization 
Account its enviable and on the whole well-deserved 
reputation abroad. Unfortunately, monetary authorities 
do not always live up to their reputation. Confronted 
with an unusual situation at times of crisis, they are some- 
times unable to adjust their technique to the exceptional 
requirements. Having committed themselves to a certain 
line, they are extremely reluctant to depart from it and 
thus to admit, by implication, that they were mistaken 
in the first place. The more they are criticized, the more 
adamant they are in persisting in their error, which is 
often obvious to all but themselves. Thus during the 
gold scare it was the evident half-heartedness with which 
the Exchange Account acquired gold in the market that 
accentuated the panicky selling. Everybody in the 
market was aware of this, and the attention of the 
authorities was drawn to their mistake, but they proceeded 
none the less in their own sweet way. 

What very often happens is that someone in charge 
of the planning or execution of the Exchange Equalization 
Account’s operations takes a certain line and, when the 
tactics adopted are subject to criticism in the Press or in 
Parliament, his chiefs consider it their duty to support 
and defend the action of their subordinates, in face of an 
outside attack. It is then discovered that the action 
taken was in accordance with the traditional tactics 
pursued by the Exchange Equalization Account, and that 
it was an integral pait of the fundamental policy of that 
institution. Before long a theoretical background is 
developed for what was perhaps originally nothing more 
than an underling’s blunder. 

Admittedly, in the light of the achievements of the 
monetary authorities, the above remarks may appear 
over-critical. The trouble is, however, that the technique 
of their activities is not subject to nearly enough 
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constructive criticism. The interest of the Exchange 
Equalization Account can be better served by frank 
criticism than by the indiscriminate compliments 
showered upon it by the “ Yes Press.” The Treasury 
and Bank of England officials responsible for the planning 
and execution of Exchange Equalization Account tech- 
nique include some of the best experts in this particular 
line. As is very often the case when specialists are 
thoroughly efficient at their job, however , they are inclined 
to assume that they are incapable of making mistakes, and 
that their critics are always necessarily wrong. Some 
years ago Mr. Montagu Norman, speaking at the Bankers’ 
Dinner, dismissed all criticism directed against the 
monetary authorities by quoting the Oriental proverb, 
“The dog barks, the caravan proceeds.”’ The attitude 
of those responsible for the official foreign exchange 
policy and tactics seems to be inspired by the same 
spirit. Therein lies the weakness of the Exchange 
Equalization Account technique, which could easily be 
remedied by a little broadmindedness and good will. 


The Technique of Insulation 


By W. Manning Dacey 


HE Exchange Equalization Account was established, 

as its name implies, for the primary purpose of 
smoothing out fluctuations in the rate of exchange. 

But it performs. also a second function, at least of equal 
importance, of helping at the same time to insulate the 
structure of domestic credit against external influences of 
a disturbing nature. It is certainly desirable that a 
transfer of short-term capital to this country, for example, 
should not be allowed to dislocate our export trade by 
causing a fortuitous rise in sterling; but the work of 
insulation would be only half completed if the accom- 
panying influx of gold were permitted to cause an inflation 
of domestic credit which would require to be reversed 
whenever the foreign owners of those funds decided to 
transfer them to some other centre. The fact that the 
gold acquired by an exchange fund on the British pattern, 
equipped in the first place “only with borrowing powers, 
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can be prevented from entering into the basis of credit 
opens the way to a momentous change in monetary 
technique by which gold can be made more completely 
the servant, instead of—as hitherto—largely the master, 
of the world’s monetary system. It is not, of course, 
suggested that sterilization began with the establishment 
of the British exchange account. Every time a central 
bank allows its reserve ratio to rise, instead of expanding 
credit on the basis of a temporary gold inflow, it is, in 
fact, practising sterilization of an informal kind. An 
exchange fund merely enables the technique of steriliza- 
tion to be formalized and refined. It is not proposed to 
discuss here the arguments for and against sterilization. 
“Insulation” is fairly widely accepted as an objective of 
monetary policy—if nowhere consistently practised—and 
the purpose of the present article is to analyze how that 
objective can be achieved. 

The outstanding monetary lesson of recent years is 
that quite an elaborate technique must, in fact, be evolved 
if the insulation of the internal credit structure is to 
be made at all complete. It is not enough that incoming 
gold should be prevented from entering into the basis 
of credit; unless appropriate adjustments are made the 
operations of the exchange fund itself will exert a dis- 
turbing and possibly dangerous influence upon the credit 
structure. In the exchange market it is sufficient to 
control rates of exchange if an equivalent amount of 
‘sterling’’ is somehow made available to meet the 
current demands for British currency. The trouble is 
that ‘‘sterling’’ is not, in the last analysis, a single 
homogeneous commodity. Claims to pounds of the most 
multifarious kind represent “‘ good delivery ” of sterling. 
It is only for exchange market purposes that a foreigner 
is satisfied with any one of these various types of claims; 
what he ultimately wants is some particular type of 
sterling asset, such as currency notes, a bank deposit, 
Treasury bills, gilt-edged securities or mining shares. 

Obviously, some disturbance of internal conditions is 
unavoidable unless an additional supply of any particular 
type of asset can be—and is—created to satisfy the 
additional demand for it originating from abroad. By a 
fortunate coincidence, the “chief sterling assets which 
foreigners in fact wish to acquire are of a monetary 











IQ O uw 





r 


~~ Porm wn 


+ 


— 


TECHNIQUE OF INSULATION 17 


character, while the borrowing powers of the Exchange 
Account, coupled with its right to sell gold to the Bank 
of England, enable it to make available additional supplies 
of precisely such assets (i.e. currency notes, bank deposits, 
Treasury bills). When foreign demand for sterling is 
ultimately for these varieties of sterling assets, therefore, 
complete insulation is theoretically possible. If, on the 
contrary, the foreign demand is for ‘‘ non-monetary ”’ 
assets such as gilt-edged securities, company shares or 
primary commodities, some disturbance as between 
different individuals and markets is inevitable, but the 
monetary authority can prevent any disturbing effects 
on the credit structure as a whole by pursuing an appro- 
priate policy. By implication, it is already apparent, 
once an international movement of capital is regarded 
primarily as a demand for various types of asset, that 
complete insulation cannot be achieved, as is often 
implied, simply by the Exchange Account’s so con- 
ducting its operations as to leave bank cash ratios un- 
changed. 

It may be useful if at this point the various methods 
by which the Exchange Account can finance its gold 
acquisitions are briefly indicated. In the last resort any 
transaction can be financed only in one of two ways: 
by a creation of credit, or by funds already in existence— 
which in practice comes very near to saying by the banking 
system or by the public. Finance by the banking system 
can be subdivided into the creation of commercial bank 
credit, on the one hand, and central bank credit, on the 
other hand. So far as the Exchange Fund is concerned, 
finance by a creation of commercial bank credit means a 
sale of Treasury bills direct to the banks, or to other 
quarters which finance their bill purchases by means 
of bank accommodation—notably, of course, the discount 
market, which employs bills as collateral against short- 
term loans granted by the banks. Alternatively, the gold 
acquisition may be financed by the sale of Treasury bills 
to the Bank of England, or by the re-sale of the gold itself 
to the Bank. In the latter case the effect of the inflow 
upon the credit structure is identical with that arising 
under the conventional gold standard, except that the 
potential expansion is limited—at least in theory—by 
the difference between the statutory and market prices 
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for gold, on the one hand, and the Exchange Fund’s 
maximum borrowing powers, on the other hand.* 

A third apparent alternative, finance by public 
departments, does not call for separate theoretical 
treatment, as the funds administered by the Departments 
must derive either from the public (e.g. revenue surplus, 
proceeds of loan issue, receipts of extra-budgetary funds) 
or from the banking system (e.g. Ways and Means 
advance from Bank of England, sale of securities to the 
banks). The importance of public departments in this 
context is in connection with Mr. Keynes’ criticisms, 
referred to later, of Exchange Fund finance in 1937. A 
direct purchase of gold by foreign buyers of sterling may 
also be ignored as ‘equivalent to the reversal of the gold 
inflow. Its practical implication, however, is that to be 
able to pursue a policy of insulation the monetary 
authorities require to know whether purchasers of gold 
in the bullion market are British or foreign nationals ‘and 
—-in theory—the type of sterling asset (e.g. notes, bank 
deposits) with which foreign buyers are paying for their 
gold purchases. Yet another alternative, finance of a 
gold influx by the foreign purchasers of sterling themselves 
holding the Treasury bills issued by the Exchange 
Account, may best be considered as a case of a foreign 
demand for a particular type of sterling asset. 

Before examining the various special cases, it remains 
only to point out that when the Exchange Account 
obtains sterling in any form to finance a gold acquisition, 
that sterling is passed on, directly or indirectly, to the 
foreign purchaser of sterling in payment for his sale of 





* Thus, if the statutory price for gold is 85s. an ounce and the 
market price 140s., the Fund will receive from the central bank only 
£85 millions for every {140 millions (at the market price) which it 
resells. If with that £85 millions it acquires more gold, which it resells, 
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it will receive only = x 85) millions, and so on. Hence, if the 
I40 


Fund’s borrowing § powers are mited to £550 millions, the limit of its 
power to acquire gold is given by the sum of the convergent geometrical 
series : 
(In £ millions) 
- eri. F al eens @2 ye 85 \ 
55° + 550(745) 7 55070) + 550( 775) i a 6 740) 
= £1400 millions. 
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ai or of foreign currency (which the Exchange Account 
converts into gold through a foreign central bank or 
exchange fund). The finance of the gold, and the creation 
of sterling assets to be placed at the disposal of the 
foreigner, are combined in a single operation and are 
merely different aspects of the same transaction. 


METHODS OF INSULATION 


To arrive at the appropriate method of insulating 
a foreign demand for various types of sterling assets, 
those assets must first be classified according to their 
degree of “liquidity.” Thus a demand for currency 
notes represents a demand for central bank credit. A 
demand for sterling deposits is a demand for commercial 
bank credit. Treasury bills are a special case of a quasi- 
monetary asset the supply of which can be increased by 
the action of the Exchange Fund. Other “ real ”’ assets, 
such as stocks and shares or commodities, are non- 
monetary and their supply cannot be varied by the action 
of the Fund. 

Let us now consider the method of financing gold 
called for in order to insulate the credit structure against 
foreign hoarding of British notes. We may suppose that 
the influx of gold accompanying the buying pressure on 
sterling has been financed, as is normally the case in the 
first instance, by a sale of Exchange Account bills to the 
Bank of England. As the foreign purchase of sterling 
will have been made through a commercial bank, and 
not direct from the Exchange fund, the banks find their 
deposits at the Bank of England (i.e. their cash) and their 
own deposit liabilities increased by equal amounts. If, 
now, the foreigner presents a cheque for payment in 
currency notes, both bank deposits and bank cash are 
restored to their former level. But the securities in the 
Banking Department of the Bank will have risen and its 
Reserve have been depleted by the amount of the note 
hoarding. The deflationary tendency which this would 
set up must be prevented in one of two ways: 

(1) The Exchange Account can sell gold to the 
Issue Department; against this notes are issued 
to the Banking Department, which credits the 
account of the Exchange Fund (appearing in the 
item “‘ public deposits’). The Fund draws on its 
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balance to redeem its original sale of ‘Seales bills, 
thus restoring the Bank’s Proportion.* 

(2) If the Exchange Account does not wish to 
part with gold, the fiduciary issue of notes can be 
increased by a sale of Exchange Account Treasury 
bills to the Issue Department. With the proceeds 
the Exchange Fund takes up, as before, the bills 
originally sold to the Banking Department. 

Difierently expressed, additional currency notes must 
be created in one of these ways to ensure that the foreign 
demand for notes is not allowed to deplete domestic 
holdings, and so cause a deflationary tendency. This 
process, of course, is not inflationary, as the hoarded 
notes do not ex hypothesi enter into the domestic circula- 
tion. Should they subsequently be used to acquire other 
types of sterling asset, however, appropriate adjustments 
of a deflationary kind would, of course, be required. 

(2) Secondly we may take the supposedly ‘‘ normal’ 
case of a demand for sterling in the form of bank deposits, 
which the Exchange Fund satisfies by financing its gold 
acquisition through a sale of Treasury bills to the com- 
mercial banks. In this case there will be an equal 
increase in bank deposits, on the one hand, and in bills 
discounted or call money, on the other hand, without 
any increase in cash, i.e. the banks’ cash ratio will fall. 
If the banks work on a Io per cent. cash ratio this ratio 
will be restored if for every {90 millions of Exchange 
Account finance obtained by the sale of bills to the 
commercial banking system, {10 millions is obtained by 
the sale of assets to the Banking Department. These 
assets may be either Treasury bills or gold. A sale of 
Treasury bills lowers the Bank’s Proportion; a sale of 
gold raises it. If it is desired to maintain a stable 
Proportion (though this is no longer necessary in any 
rigid way owing to the practical identity between the 
Bank and the Treasury), then the Exchange Account’s 
sale of assets to the Bank must be distributed in the 
desired ratio between gold and bills. Thus, if the desired 
proportion is 30 per cent., then for every {90 millions of 





* Owing to the difference between the statutory and market prices, 
the Fund must, of course, sell roughly £28 millions of gold (at market 
price) to offset £17 millions of foreign note hoarding. 
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market finance, {7 millions must be obtained by the sale 
of Treasury bills to the Bank and £3 millions (at the 
statutory price) by the re-sale of gold. (It will be observed 
that this formulation avoids the difficulties arising out 
of the discrepancy between the statutory and market 
prices for gold. This factor simply means that the £100 
millions of finance so obtained will serve to finance 
slightly less than {100 millions of incoming gold). 

Since both the clearing banks’ cash ratio and the 
Bank of England’s Proportion will then be unchanged, 
this process will provide practically complete insulation. 
(It is implied that the foreign-owned deposit is left 
dormant, so that there is no change in the effective circula- 
tion of money.) There is, however, one minor qualifica- 
tion. The more gold flows in, and is financed by the 
sale of Treasury bills to the banks, the higher will be 
the proportion of bills discounted to total assets. If the 
banks work on orthodox lines, this will set up a tendency 
to allow bills to run off in order to increase advances or 
investments, i.e. the short-term rate of interest will tend 
to rise and the medium or long-term rate to fall. This 
can be corrected by a funding operation, provided the 
funding issue is taken up by the banks in replacement 
of an equivalent quantity of bills. On the other hand, 
if, as has frequently been alleged recently, the banks 
regard Treasury bills as a second-line reserve (and tend 
to work on a constant ratio, not of Io per cent. of cash 
to deposits, but of 30 per cent. of cash cum money-market 
assets) then there will be a tendency to allow cash ratios 
to fall, i.e. to expand deposits more than ten times on 
the basis of the cash provided. This can be corrected 
by an appropriate reduction in the proportion of Exchange 
Account finance obtained through the central bank. 

(3) So far we have considered only the neutralization 
required when bank deposits created for the use of 
foreigners are allowed to remain dormant. What is the 
position when the foreigner draws upon his bank deposit 
to invest instead in income-producing assets? In this 
case the newly-created “ foreign ’’ deposit is transferred 
to a domestic seller of the assets in question, which are in 
practice likely to be gilt-edged securities, or gold- or 
copper-mining shares (for which Frenchmen in particular 
have well-known proclivities). Additional bank deposits 
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having been created, this means a net addition to the 
effective circulation of money in the financial circulation, 
an addition which may sooner or later percolate through 
into the business circulation; and there is a tendency tor 
prices to rise and yields to fall in the market affected. In 
contrast with the previous case, in other words, the 
creation of additional deposits by the Exchange Account 
would be definitely inflationary in tendency. The 
orthodox procedure in these circumstances would be for 
the Exchange Account to finance 100 per cent. of its gold 
acquisitions, and not go per cent., by the sale of bills to 
the commercial banks. This will, of course, depress cash 
ratios and the banks should then stiffen their lending and 
investment policies to reduce deposits to their original 
scale. Admittedly, the result will be to deprive some 
domestic holders of liquid assets, while others (the sellers 
of securities to foreigners) will receive additional cash in 
exchange for less liquid assets, so that the process will 
cause some degree of dislocation as between different 
individuals and markets. But only by this procedure is it 
possible to insulate the credit structure as a whole. The 
central difficulty, of course, is that the Exchange Account 
is not in a position to put additional supplies of Old 
Consols or Kaffirs into circulation. Although foreign 
operations are a significant factor in, for example, the oil 
share and other mining markets, it does not appear that 
this has hitherto been of great importance from the point 
of view of credit policy. Conditions might well arise, 
however, in which the application of the accepted “ one- 
in-ten’’ method of finance might set up an inflationary 
boom or a deflationary spiral. 

(4) For the sake of completeness it is necessary to 
mention the finance of gold by the foreign buyers of 
sterling themselves taking up an equivalent amount of 
Treasury bills. In this case, any credit created for the 
use of foreigners will trickle back into “‘ public deposits ” 
in payment for the bills, and must be used to redeem an 
equivalent quantity of bills previously issued. The com- 
plete transaction will leave the banking figures unchanged 
but will result in a net addition to Treasury bills out- 
standing, leaving all the parties in equilibrium. 

There is an additional complication arising out of the 
technical limitations of the system. Each transaction 
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is normally carried out in two stages, which exert precisely 
opposite influences on the credit structure. Thus the 
Exchange Account, as has been mentioned, normally 
finances itself in the first instance by a sale of Treasury 
bills to the Banking Department ran inflating bankers’ 
deposits), later redeeming these “ tap’’ bills out of the 
proceeds of bills issued to the banking system at the 
Friday tenders (which leaves bank cash ratios lower than 
before if more than nine-tenths of the bills are so taken up). 
In the same way, an efllux of capital results in an initial 
transfer from bankers’ deposits to public deposits, which is 
only later reversed by a reduction in the outstanding 
tender issue (or in financing a current revenue deficit 
etc.).* Thus the impact effect and the ultimate effect of 
conventional Exchange Account finance are precisely 
opposite in tendency, and “ temporary” disturbances 
(which may in fact extend over a considerable period) 
can only be averted if the authorities take care to 
neutralize the initial effect (e.g. in case of an immobiliza- 
tion of credit on public deposits by adding to the 
securities in the Banking Department), reversing this 
operation when the transaction enters into its final stage. 

As has been shown, however, it is in theory perfectly 
possible to achieve complete insulation, provided that 
(I) incoming gold is financed by the banking system and 
not—even indirectly —by the public, and (2) that the 
method of finance is adapted to the form in which the 
foreigner wishes to hold his sterling assets. The first 
proviso is of importance, because it appears that in the 
last analysis, as Mr. Keynes pointed out earlier this year, 
incoming gold has at times been financed indirectly by 
the public, as a result of the funding of Treasury bills or 
the utilization of the Treasury’s receipts (e.g. the surplus 
income of extra-budgetary funds) for this purpose. 
Except for its implied assumption that the incoming 
capital was held in the form of stagnant bank deposits, 
and not reinvested in securities or other real assets (a 
point which the present writer also overlooked at the 








* Occasionally this roundabout procedure is short-circuited by 
special purchases of bills in the market (to release funds immobilized 
on public deposits), or, in the reverse case—it is believed—even by 
direct sales of bills to the banks. 

t See “ A Banker’s Diary,” p. 4. 
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time), Mr. Keynes’ reasoning appears unassailable. With 
regard to the actual instance adduced by Mr. Keynes, 
however, certain reservations have already been ex- 
pressed ;* and it appears that his argument, as 
originally stated, would almost condemn funding opera- 
tions in any circumstances. He performed a great public 
service, however, in pointing out that Treasury bills 
should not be funded simply on account of increases in the 
tender issue due to Exchange Fund operations, since the 
effect is unnecessarily to deprive the domestic public of 
liquid assets, unless the foreigner has reinvested in real 
assets the liquid assets placed at his disposal. 

Nor should it be beyond the capacity of the monetary 
authority successfully to conduct a policy of insulation 
in practice. Instead of merely watching bank cash ratios 
it requires such additional data as (a) the total of foreign 
hoarding of British notes, (0) particulars of foreign deposits 
with the banks, (c) movements in foreign holdings of 
Treasury bills, (d@) the volume of foreign purchases and 
sales of gold. Of these, (a) and (d) are of the greatest 
importance and should be readily ascertainable in 
cooperation with the banks.T 

All such refinements may appear merely academic in 
the light of the fact that the authorities have at times 
allowed such obvious factors as foreign note hoarding or 
the impact effect of rapid withdrawals of foreign balances 
to cause a severe and relatively prolonged stringency. In 
time, however, it is to be hoped that the Bank will learn 
to adapt its policies to secure for the British economy the 
advantages of a more complete insulation of the credit 
structure. 





* See ‘“‘ Mr. Keynes and the Exchange Account,’ THE BANKER, 
April, 1938. 

t It is not really necessary for the Bank to know on what scale 
foreigners are buying or selling securities or commodities, since these 
movements will be reflected in changes in the aggregate of foreign 
deposits. 








The French Exchange Fund 


By Robert Marjolin 
of the Institut Scientifique de Recherches Economiques, Paris. 


HE role of the French exchange stabilization fund 
during the past two years has been a simple one. 
From September, 1936, to September, 1938, pressure 
on the franc has been almost uninterrupted, the export 
of capital having ceased only during a few brief intervals : 
(1) immediately after the devaluation of September, 1936, 
(2) in March, 1937, when the owners of capital thought 
that the first Popular Front government had been con- 
verted to a more orthodox financial policy, (3) during 
the final quarter of 1937, following the efforts of 
M. Georges Bonnet to restore budgetary equilibrium, 
and (4) in May, 1938, after the fresh devaluation of the 
franc. 

Apart from these four short periods, the selling of 
francs against gold and foreign exchanges may be said 
to have been continuous. Thus the exchange stabiliza- 
tion fund has had to fulfil an extremely simple function : 
it has been the channel through which the monetary 
authorities have thrown gold on to the market to arrest 
or slow down the fall in the franc. But if the object to 
be achieved has not varied, the means of achieving it 
has changed constantly. From whatever point of view 
the Fund is discussed, it is necessary to make numerous 
distinctions between different periods. 


TECHNIQUE OF THE EXCHANGE FUND 


The French exchange stabilization fund was created 
on September 26, 1936, at the time of the first devaluation 
of the franc, and was legally established by a monetary 
law of October 2, 1936. It was endowed with gold 
resources amounting to 10 milliards of francs, valued at 
49 milligrammes, the gold having been liberated by the 
first revaluation of the Bank of France’s gold reserve. 
The administration of the Fund was handed over to 
the Bank of France for account of the Treasury. Jn 
March, 1937, its management was entrusted to a cor- 
mittee of four experts, MM. Labeyrie, Rist, Baudoin and 
Rueff, but following the resignation of MM. Rist and 
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Baudoin in June, 1937, the Bank of France resumed its 
control of the Fund’s operations. 

Until May, 1938, the technique of the Fund was quite 
straightforward. When its gold resources were ex- 
hausted, it effected purchases of the metal from the 
Bank of France; if, on the other hand, it needed francs 
it sold gold to the central bank. In this way the fluctua- 
tions in the gold reserve of the Bank of France afforded 
a close indication of the vicissitudes in the franc. Until 
the end of the first half of 1937 purchases and sales 
were reckoned on a basis of 49 milligrammes per franc 
(although the gold exchange value of the franc was 
appreciably lower, between 43 and 46 milligrammes). 
During its first nine months of existence, the Fund 
received gold from the Bank to a total of 18-5 milliards. 
As its holding on June 30, 1937, amounted, according to 
the estimate of M. Abel Gardey, rapporteur of the Senate 
Finance Commission, to about 4 or 5 milliards, it appears 
that the Fund lost from September, 1936, to June, 1937, 
about 14 milliards of francs (valued at 49 milligrammes). 

After July, 1937, following a fresh revaluation of the 
gold reserve of the Bank of France, purchases and sales 
of gold between the Fund and the Bank were made on 
a basis of 43 milligrammes per franc. Such transfers of 
gold, however, became less frequent. The Fund sold to 
the Bank on November 18, 1937, Frs. 3,127 millions of 
gold, which it repurchased in January, 1938. Since that 
date the gold reserve of the Bank has remained constant. 
But the technique of operation of the exchange 
stabilization fund was substantially modified by a decree 
dated May 18 last, authorizing the Minister of Finance to 
grant advances to the exchange fund out of the resources 
of the Treasury or of the Rentes stabilization fund.* This 
decision was taken at a moment when the repatriation of 
capital in considerable quantities had resulted in the 
Fund having invested all its franc resources in gold or 
foreign exchange. Rather than effect transfers of gold 
from the Fund to the Bank, the monetary authorities 





* The “ Fonds de Soutien des Rentes ”’ was created on July 21, 1937, 
with resources of 7 milliards of francs derived from the revaluation of 
the Bank of France’s gold reserve on the basis of 43 milligrammes 
instead of 49 milligrammes. 
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preferred this more simple and more discreet device. It 
remains to examine the significance of this change of 
technique from the point of view of the money market. 

Fluctuations in the gold reserve of the Bank of 
France, and official statements made from time to time, 
are the only data which make it possible to follow the 
operations of the Fund. Francs obtained by the Fund 
as the result of its gold sales are deposited in the current 
account of the Fund at the Bank, but this account does not 
appear as a separate item in the Bank’s balance sheet ; it 
is included among a mass of private current accounts, 
including those of the private banks and of the Rentes 
stabilization fund. Thus an efflux of gold usually mani- 
fests itself in a reduction of the current account balances 
of the banks, a fall in the current balance of the Rentes 
stabilization fund, and an increase in the current account 
balance of the exchange stabilization fund. These 
movements offset each other. From May last we have no 
longer had any index of the Fund’s operations in the 
form of transfers of gold between the Bank and the 
Fund, since the Fund, rather than have recourse to 
transfers of this kind, has preferred to borrow from the 
Treasury or from the Rentes stabilization fund. 

The Fund operates on the Paris exchange market 
through the intermediary of the Bank of France’s repre- 
sentatives, and on the exchange markets of other centres 
through the monetary authorities of the respective 
countries (such as the Federal Reserve Bank of New 
York in New York). It works both in spot and in forward 
exchange; indeed, in recent weeks its intervention in 
the forward market has been particularly active. 

With regard to movements of gold acquired or lost, 
the French fund, in agreement with foreign funds, 
practises earmarking on a large scale. Thus, during the 
repatriation of capital in May last, the greater part of 
the gold acquired remained earmarked in foreign centres. 
Hence the subsequent gold losses have not been accom- 
panied by any exports of the precious metal. Since the 
Fund does not adhere to any strict rule regarding the 
proportions between the quantities of gold actually 
shipped and those earmarked, it is impossible to use the 
Customs figures as any precise indication of the Fund’s 
losses or gains of gold. 
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THE EXCHANGE FUND AND THE MONETARY SYSTEM 
The exchange fund having been created at the time 
of the first devaluation of the franc in September, 1936, 
the gold standard gave place immediately to an exchange 
fund régime. As it happened, the methods employed by 
the Fund to support the franc at first approximated 
closely to a gold standard, at least to the extent of 
stability in the price of gold. But the French monetary 
system has been transformed progressively into a paper 
money végime having neither a direct nor an indirect link 
with gold, in terms of which the exchange value of the 
franc has fluctuated freely, the function of the exchange 
fund consisting solely in moderating the more violent 
movements in the exchanges. From the point of view 
of the monetary system, the history of the Fund can be 
divided into four periods: (1) from September, 1936 to 
March, 1937, although the monetary law permitted the 
franc to fluctuate between 43 and 49 milligrammes of 
gold, the Fund maintained a rigid parity of 46 milli- 
grammes, giving a sterling rate of exchange of about 
Frs. 105. On this basis the Fund bought and sold all the 
foreign exchange offered to or demanded from it. (2) This 
policy having proved disastrous on account of the 
chronic weakness of the franc, the Fund after March, 1937 
allowed the franc to approach the bottom legal limit of 
43 milligrammes. But this limit was reached in June, by 
which time the gold reserves of the Fund were almost 
exhausted. (3) The monetary unit was therefore divorced 
completely from gold. A decree of June 30, 1937 sus- 
pended the obligation of the Fund to defend a parity of 
43 milligrammes (equivalent to some Frs. 110 to the {). 
The franc ceased to be defined in terms of a definite 
quantity of gold. The Fund was still required to control 
rates of exchange, but not to defend a definite parity. 
(4) It is more difficult to define the changes in the 
monetary system established by the decree-law of 
June 30, 1937, brought about by Premier Daladier’s 
declaration of May 4 last, according to which the franc 
exchange is not to be permitted to fall below 179 francs 
to the £. The Government has in no way bound itself to 
sell through the exchange stabilization fund at this 
rate all the gold and exchange which may be required 
of it. As a matter of fact, it has no power to under- 
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take such an obligation by simple declaration; a fresh 
decree-law would be necessary. No such decree has in 
fact been promulgated. Hence that declaration cannot 
be interpreted as a partial linking of the franc with the 
pound sterling. It was rather in the nature of instructions 
publicly issued to the exchange stabilization fund, 
instructions essentially provisional and designed to 
produce a psychological effect, the only sanction behind 
the declaration being the threat of resignation of the 
Government which made it. 


THE EXCHANGE FUND AND THE MONEY MARKET 

The essential point to be stressed before any discussion 
of this problem is that the French exchange fund system 
has not modified in any way the traditional effects on 
the quantity of money in circulation either of inward 
or outward movements of capital. Such movements 
continue to produce the same effects as under a gold 
standard. Under the latter system an influx of capital 
was reflected in the balance sheet of the Bank of France 
in an increase in the gold reserve, on the one hand, and 
in increase in ‘notes in circulation’”’ or “ private 
current accounts ’’ (notably the current account balances 
of the private banks), on the other hand. An efflux of 
capital naturally had the reverse effects. 

To-day an efflux of capital no longer results in a 
cancellation of notes or of current account balances at 
the Bank of France, as formerly, but in the transfer of 
an equivalent sum from the current accounts of the 
commercial banks with the Bank of France to that of 
the exchange stabilization fund, i.e. in the sterilization 
of that quantity of money, since the Fund cannot reinvest 
its franc balances. A repatriation of capital causes an 
opposite movement, i.e. the de-sterilization of an equal 
amount of central bank credit, equivalent to an issue 
of currency notes or the creation of fresh current accounts. 
Thus the basis of credit, as under the gold standard, is 
increased in the former case and reduced in the latter. 

This state of affairs was somewhat modified by the 
decree of May 18 already mentioned, authorizing the 
Treasury and the Rentes stabilization fund to grant 
advances to the Exchange fund when the latter’s franc 
resources are exhausted. It might be thought that the 
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new decree has transformed the French system into some- 
thing very similar to the English, of which the principal 
characteristic is the neutralization of imports of gold by the 
issue of Treasury bills.* It has, in fact, done nothing of 
the kind. First of all, the new technique operates only in 
one direction. The initial resources of the Fund having 
consisted of gold, and the Fund retaining in its current 
account with the central bank the francs obtained by 
the sale of the precious metal, losses of gold are not 
accompanied, as in England, by the redemption of 
Treasury bills. The Fund is simply called upon to draw 
upon its current balance at the Bank of France until 
that balance is exhausted. But, it may be asked, when 
the Fund’s franc resources ave exhausted, and it applies 
to the Treasury for finance, will not the latter issue 
additional Treasury bills, and so neutralize the effects 
of an influx of gold? The answer is that in the present 
state of French public finances, the Treasury will already 
have placed in the market the maximum of Treasury 
bills which the market can absorb, and will therefore 
obtain finance for the exchange fund by itself borrowing 
from the Bank of France, “unless the owners of the 
repatriated capital are willing to invest their funds in 
additional Treasury bills (or by investing in other 
government securities indirectly make available Treasury 
bill finance for the exchange fund). Subject only to 
this latter qualification an influx of gold results in an 
expansion of the credit base in precisely the same way 
as if the exchange fund did not have recourse to 
advances from the Treasury. The intervention of the 
Rentes stabilization fund changes nothing in this 
mechanism. It simply places at the disposal of the 
exchange fund its own current account balance with the 
Bank of France. 
THE EXCHANGE FUND’S RESOURCES 

To estimate the resources of the exchange fund at 
any given moment, and to discover how these are divided 
between gold and francs, is extremely difficult. The 
operations of the Fund are absolutely secret. Since 





* It is not implied that the neutralization is complete, but simply 
that gold no longer serves as the basis for an expansion of credit by a 
multiple of the gold imported. 
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after May, 1938, as already mentioned, there have not 
even been any transfers of gold between the Fund and 
the Bank of France to provide a clue. Only certain 
official declarations provide enlightenment from time to 
time. The following calculation is thus put forward 
tentatively. 

In the first place, it is certain that the aggregate 
franc resources of the Fund have increased appreciably 
over the two years, owing largely to the continued depre- 
ciation of the franc. In addition the Fund has realized 
book profits on the gold and exchange acquired during 
the four short periods in which capital was returning to 
France, as well as on the proceeds of the loans con- 
tracted in Switzerland and Holland at the end of last 
year (this does not apply to the loan of £40 millions 
granted to France by the English banks in January, 
1937, and repaid a year later). 

In March last M. Leon Blum, then President of the 
Council, announced that the Fund’s total franc resources 
(including the gold holding valued at market price), 
amounted to 14 milliards. Some weeks later, on the 
eve of the May re-alignment, competent authorities esti- 
mated that these 14 milliards were divided as follows: 
gold (at the current price), 1 to 2 milliards; balance at the 
Bank of France, 12 to 13 milliards. At what figure are 
we to evaluate the return of capital in May last, 1.e. the 
Fund’s acquisitions of gold and exchange? It is known 
that to avoid transfers of gold to the Bank the Treasury 
was obliged to grant loans to the Fund amounting at the 
end of May to 4,300 million francs. Although no figure 
has ever been published it is also known that the Rentes 
fund placed at the disposal of the exchange fund some 
part (probably 2 milliards) of its own franc balances 
of 3 milliards. If these advances by the Treasury and the 
Rentes fund are added to the 12 or 13 milliards which the 
fund previously possessed, one arrives at a total of 18 
or 19 milliards. But as it is possible that the advances 
of the Treasury and the Rentes fund were not simul- 
taneous it is prudent to take the lower figure. These 
18 milliards, added to the gold held by the Fund before 
May, give 19 to 20 milliards as the exchange fund’s total 
gold holding after the capital reflux of May. 

How much has since been lost? A statement made 
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by Premier Daladier at the end of August, to the effect 
that the note circulation of the Bank of France was at 
that time covered 100 per cent. by the combined gold 
holdings of the Bank of France and the exchange fund, 
makes possible a simple calculation. The gold reserve 
of the Bank of France amounts to Frs. 55-8 milliards, 
the franc being valued at 43 milligrammes of gold g/10 
fine. This is equivalent to 2,159°5 tons of fine gold. If 
this quantity of gold is converted into francs at the 
market price (on the basis of a sterling rate of 179, a 
sterling price for gold of 142/6 per fine ounce, and 31-1 
grammes to the ounce) the Bank of France gold reserve 
is found to be equal to Frs. 88,504 million. (This calcula- 
tion has been given in detail because it has been made 
incorrectly in certain French and foreign publications.) 

In the Bank of France return for August 25 the note 
circulation amounted to 99,065 million francs. If from 
this there be deducted the Bank of France gold reserve, 
valued at market price, one obtains a figure for the gold 
holding of the exchange fund of 10,561 million francs. 
From May to August, in other words, the exchange fund 
must have lost some 8 milliards of gold. (This figure 
incidentally, agrees closely with other estimates made 
in informed circles.) Contrary to the belief expressed 
by a writer in The Statist it does not seem necessary to 
deduct from the fund’s gold holdings the total of its 
forward sales of foreign exchange. The writer has 
reason to believe that the fund places to reserve an 
amount of gold equivalent to its forward sales of 
exchange, and that the figure of its gold holding as com- 
municated to the Government does not include this pro- 
vision. Since the end of August the exchange fund has 
been confronted with fresh demands for foreign exchange, 
but, rather than suffer fresh losses of gold, it has allowed 
the franc to fluctuate in terms of the dollar (which rose 
from 36°55 on August 25 to 37-23 on September 14). 
We have no precise indication as to the quantity of gold 
sold by the fund in these three weeks, but it must have 
been relatively small. Hence the French exchange 
fund probably held in the middle of September about 
10 milliards in gold and (after repayment of its advances 
from the Treasury and the Rentes fund) about 4 milliards 


in francs. 
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The Belgian, Dutch and Swiss 
Exchange Funds 


By Paul Bareau 


ELGIUM, Holland and Switzerland, although all 
B members of the Tripartite agreement, represent as 

great a variety in monetary systems as is to be found 
to-day in the group of free currencies. Belgium has to 
work a rigid gold standard; the Netherlands have a 
floating currency much on the sterling model; while 
Switzerland, after working for a time on a rigid though 
terminable ratio of gold devaluation—on the American 
model—has in the last few months allowed the franc to 
steer a middle course between the dollar and sterling. 
This diversity within the fold of the Tripartite agreement 
lends special interest to a comparative study of the 
methods by which the authorities in each of these 
countries control their exchange markets. 


BELGIUM 

Although Belgium is to-day the only country in the 
world operating a true gold standard—placing on the 
National Bank an obligation to buy and sell gold at 
fixed prices that could be varied only by the passing of 
fresh legislation—the measure of official control to which 
the belga is subjected almost day by day in the foreign 
exchange market is much more akin to Equalization 
Fund control than to the normal “ automatic”’ func- 
tioning of the gold standard machinery. An Exchange 
Equalization Fund was established in Belgium following 
the devaluation of the belga in April, 1935. At that time 
the gold reserve of the National Bank was provisionally 
revalued on the basis of a rate of depreciation of 25 per 
cent. from the old parity, and of the resulting book 
profit a sum of 1,125 million francs was set aside for the 
Exchange Equalization Fund. The Belgian Fund was 
therefore one of those originally started with a reserve 
in the shape of gold as against powers to borrow in terms 
of its own currency. From its very inception the Fund 
was not called upon to operate. The task facing the 
Belgian authorities during the 18 months that followed 
devaluation was not the defence of their currency against 
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depreciation but the prevention of unwanted appre- 
ciation. This task, since the Belgian Exchange Equaliza- 


tion Fund was already “full’’ of gold from the 
moment it began operation, had to be taken on by the 
National Bank. — ks to the refiux of previously 
exported Belgian capital, to the covering of bear positions 


in belgas, and, S.A to the influx of considerable 
amounts of “hot money” from the other members of 
the former gold bloc, the National Bank was able to 
strengthen its gold holding without interruption during 
the twelve months that followed the devaluation of 1935. 
In April, 1936, the devaluation of the belga by 28 per 
cent., giving it a gold content of 0-150632 grammes fine, 
was finally confirmed, the gold reserve of the National 
Bank was revalued on this basis and the Exchange 
Equalization Fund was wound up. The assets of the 
Fund, together with the surplus created by the new 
revaluation of the National Bank’s gold, were taken 
over by the Treasury. The gold in question remained at 
the National Bank, but the credits represented by it were 
utilized by the Government for a variety of purposes, 
including substantial expenditure on the atiempt to 
stabilize the price of Belgian rentes. 

Since April 1936 the Belgian “control” in the 
exchange market has, in fact, been the National Bank 
operating for its own account. Its operations have been 
almost continuous and have not been limited to inter- 
vention at the gold points. These operations include 
sales and purchases of foreign exchange and direct gold 
arbitrage operations with other central banks. For the 
past year or so the relations between the National Bank 
and the British Exchange Equalization Account have 
been particularly close, and most of the operations needed 
to support the belga since the French franc fell to a 
discount on the Belgian franc have taken the form of 
sales of sterling covered by gold shipments to this 
country. During the current year to date {61,600,000 
of gold has been imported into Great Britain from 
Belgium. Over the same period the National Bank of 
Belgium has lost gold to the tune of £11,300,000. It is 
evident from the enormous disparity between these 
figures that the National Bank maintains part of its 
reserve in this country, and it may be assumed that it 
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does so in order to facilitate the technical machinery 
with which it works in its collaboration with the British 
authorities. 

In recent months the task of the National Bank has 
been to support the belga against the effects of specula- 
tive attacks and export of domestic capital. These 
adverse developments immediately followed the fall of 
the French franc to a discount on the Belgian franc, 
and have been stimulated by the recent appreciation of 
the dollar, which has dragged with it a very unwilling 
belga. The Belgian authorities have allowed gold to 
leave the country freely and have not only made the 
loss of gold exert its full deflationary effect on the credit 
situation, but have accentuated this effect by seriously 
restricting the rediscount facilities of the National Bank. 
The Belgian “ control”’ is for the time being an excep- 
tionally orthodox variation on the normal gold standard 
machinery. During the past year, far from attempting 
to insulate the domestic credit structure from the etfects 
of gold movements, the central banking authorities have 
accentuated those effects both by their bank rate policy 
and by increasingly severe qualitative restrictions placed 
on their discount policy. What distinguishes the Belgian 
control from normal central banking control is the con- 
tinuity with which it intervenes in the foreign exchange 

market and the readiness with which it undertakes gold 
arbitrage operation on its own account. 


THE NETHERLANDS 

The Dutch Exchange Equalization Fund was estab- 
lished by an Act of September 30, 1930, passed simul- 
taneously with the Royal Decree prohibiting the export 
of gold. The Minister of Finance was authorized to make 
advances to the Fund to a maximum of 300,000,000 
guilders and to procure the funds required for this 
purpose by the sale of Treasury paper or by borrowing on 
the security of such paper. The Dutch Fund, therefore, 
was set up on the British model, and, unlike those in 
Belgium, France and Switzerland, was not constituted out 
of gold revaluation profits and endowed originally with 
a masse de maneuvre in the form of gold. The first 
operation of the Dutch Fund, however, was to hand over 
100,000,000 guilders of its short term Treasury paper to 
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the Netherlands Bank in exchange for gold (calculated at 
the former parity). In fact, therefore, it began its active 
operations on the market equipped to intervene in both 
directions. At no time until the summer of this year has 
the Dutch Exchange Fund been called upon to support 
the guilder. 

Its intervention during well nigh two years following 
its formation was needed to prevent the guilder from 
reappreciating beyond the figure indicated by a devalua- 
tion of around 20 per cent. on which the Dutch authorities 
decided from the moment they left the gold standard. 
The Dutch Fund was therefore rapidly choked with gold 
and had to replenish its guilder resources by selling gold 
to the Netherlands Bank. Here another similarity with 
the British system becomes apparent. The guilder has 
not yet been legally revalued and the Netherlands Bank, 
when purchasing gold from the Fund, does so at the 
former parity of the currency. Consequently, on every 
sale of gold to the Netherlands Bank the Dutch Exchange 
Fund makes a book loss which reduces its total borrowing 
powers. Assuming the open market price of gold in the 
Netherlands to have averaged around 2,020 guilders per 
kilo fine a book-keeping loss of some 372 guilders is made 
for every kilo of gold sold to the Netherlands Bank at 
its statutory price of 1,648 guilders per kilo. On this 
basis the Dutch Exchange Fund would be able to buy in 
the market 1,625,000,000 guilders of gold before its 
working capital of 300,000,000 guilders was exhausted. 
That limit reached, further intervention in the market 
would only be possible after an increase in the borrowing 
powers of the Fund. The necessity to proceed to such 
a step has recently been obviated by an interesting 
procedure which, as far as one knows, has not yet been 
applied by any other Exchange Fund. The Dutch Fund, 
instead of selling gold to the Netherlands Bank, has 
recently been borrowing from the Bank against the 
security of gold. By this means the Fund is able to 
obtain from the Netherlands Bank the full market price 
for the metal and its gold operations with the central 
bank do not cause that encroachment on the Fund’s 
working capital which occurs when the operation takes 
the form of an outright sale. 

By the end of December, 1936, the Fund had re- 
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transferred to the Netherlands Bank the 100,000,000 
guilders of gold taken over three months previously. 
Between September, 1936, and the summer of this year 
the gold reserve of the Netherlands Bank rose from 
691,000,000 guilders to 1,502,000,000 guilders, an increase 
of 811,000,000 guilders at the nominal price for gold and 
equivalent, therefore, to some 1,020,000,000 guilders at 
current prices. In addition, the advances of the Nether- 
lands Bank, which towards the end of last year jumped 
rapidly by about 100,000,000 guilders, probably include 
advances to the Exchange Fund against the security of 
gold to approximately this amount. 

The Exchange Fund has financed itself by placing 
Treasury paper in the open market as well as by 
borrowing from the Netherlands Bank on Treasury paper 
and gold and by outright sales of gold to the Bank. The 
size of the Fund has, however, been too small to allow 
it to act as an effective neutralizing cushion against the 
expansionist influence of the gold reflux and influx to 
Holland. The Fund was forced, in order to keep 
itself liquid, to sell gold to the Netherlands Bank almost 
continuously until July of this year, since when some 
gold has been lost in breaking the fall of the guilder in 
terms of dollars—a movement parallel to that of sterling. 
The expansion in the basis of banking credit in Holland 
consequent upon the operations of the Exchange Fund 

may be measured by the fact that from the end 
of September, 1936, to September, 1938, deposits at 
the Netherlands Bank rose from 100,522,000 to 
813,094,000 guilders. 

The normal practice of the Dutch control has been to 
operate through sterling, covering its sales or purchases 
of sterling by gold operations conducted for the most 
part direct with the British Exchange Account. The 
considerable disparity between changes in the Nether- 
lands Bank gold holdings and Holland’s imports and 
exports of gold provide a clear indication that part of 
the gold reserve of the Dutch Exchange Fund is kept 
outside the Netherlands—almost certainly in London. 
It is known that part of this external reserve was con- 
verted into sterling at the time of the gold scare of the 
spring of 1937 and reconverted into gold when the scare 
died down. In recent weeks, when the guilder has had 
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to take the pressure of the appreciation in the dollar, 
the Dutch control has intervened directly in the foreign 
exchange market with sales of dollars against which 
shipments of gold to the United States have been made, 
partly, it may be assumed, from stocks of the metal held 
in London. Since June 28, 1938, when the pressure on 
the guilder began, the gold reserve of the Netherlands 
Bank has fallen from 1,502,477,000 to 1,497,768,000 
penne. Over the same period Advances have fallen 
from 329,825,000 to 288,112,000 guilders, presumably as 
a result chiefly of the repayment by the Exchange Fund 
of advances secured by gold. This contraction in central 
banking assets has been reflected in a fall of over 
141,000,000 guilders in deposits at the central bank. Thus 
the lack of any insulation of the credit structure is as 
apparent on the contractionist as it was on the expan- 
sionist tack. The task of insulation in Holland is being 
performed by the commercial banks, which, as in the 
United States, have allowed their cash ratios to fluctuate 
within abnormally wide limits. 


SWITZERLAND 


The establishment of an Exchange Equalization 
Account in Switzerland was rather in the nature of an 
afterthought. It was not provided for in any of the 
legislative measures that attended the devaluation of 
September, 1936, and the first mention of it was the 
appearance of two entries, “‘ Assets of the Exchange 
Equalization Account’’ and a corresponding liability 
item, in the returns of the National Bank of Switzerland 
some three months after the devaluation of the currency 
had taken place. It was on September 27 that a decree 
released the National Bank from its obligation to redeem 
notes in gold or gold exchange. The Bank was required 
to maintain the parity of the Swiss franc at a value of 
between 215 and 190 milligrammes of fine gold, corre- 
sponding to a margin of between 25°94 and 34:56 per 
cent. devaluation from the old parity. The Bank was 
directed by special instructions from the Federal Council 
to keep the franc at a level approximately 30 per cent. 
below the old parity, and these instructions were followed 
until the comparatively recent appreciation of the dollar 
caused the Swiss authorities to relax the rigidity of this 
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link with gold and to follow sterling—though at a 
distance—in its depreciation in terms of dollars. 

Immediately following the devaluation of the Swiss 
franc the gold reserve of the National Bank was 
revalued at the lower of the devaluation limits and the 
counterpart of the surplus of Swiss frs. 539,000,000 was 
fora time included in a composite item “Other Sight 
Liabilities.” 

From the very day following the devaluation of 
the currency, the Swiss authorities had to intervene 
strenuously in the exchange market to prevent the rate 
of the franc from appreciating beyond the figure enjoined 
on them by the Federal Council. The gold acquired during 
the first — -devaluation weeks was accumulated 
outside the National Bank return and was paid for by 
drawing on the National Bank up to the limit of the 
revaluation profit. At the end of afew weeks the outside 
and unpublished gold reserve had reached the full limits 
of the financial facilities provided by the devaluation 
profit. From that moment the gold which was being 
bought by the Swiss authorities went direct to the 
National Bank, and as a counterpart to this the deposits 
at the Bank rose simultaneously. The book-keeping 
position was regularized towards the end of 1936 by 
bringing the outside gold reserve into the National Bank's 
balance sheet as a separate item, headed "ince 
Equalization Fund,” and a corresponding item was placed 
on the liability side of the balance sheet. Since then, 
though the assets covered by this item, “ Exchange 
Equaliz. ation Fund,” may have changed considet -ably 
the Fund itself has been full of gold or foreign exchange 
and all net changes in the gold or exchange reserve of 
Switzerland have been reflected in the published gold 
holding and foreign exchange assets of the National 
Bank. 

On the morrow of devaluation the revalued gold of 
the Swiss National Bank stood at frs. 2,076 millions. At 
present it stands at about frs. 2,847 millions. Over the 
intervening period the foreign exchange resources of the 
National Bank have risen from frs. 23 millions to 
frs. 374 millions. These foreign exchange resources have 
been accumulated as the result of the Swiss authorities’ 
intervention in the exchange market; it has, in fact, 
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been their policy to work as readily with foreign exchange 
assets as with gold. During the gold scare of 1937 it was 
very apparent that the Swiss authorities were effecting 
substantial conversions from gold into exchange assets. 

The whole of the inflow of gold and foreign exchange 
since the devaluation of the franc has been financed 
directly by the National Bank. In order to neutralize 
the effect of this influx on the credit situation, the 
National Bank has reduced its domestic assets to some- 
thing approaching vanishing point. As_ between 
October 9, 1936—the first return to be published after 
devaluation—and September 9, 1938, the National 
Bank’s holding of domestic bills fell from frs. 120 millions 
to frs. 10 millions, and advances from frs. 66 millions to 
frs. 20 millions. In spite of this reduction in domestic 
earning assets the sight liabilities other than the notes 
in circulation have risen over this period from frs. 966 
millions to frs. 1,775 millions. The basis of credit has 
thus been enormously increased in Switzerland, but 
neither the superstructure of commercial banking credit 
nor the level of prices have responded at all propor- 
tionately to this expansion. Part of the task of insulating 
the economic structure from the inflow of gold has 
therefore been performed by the commercial banks 
themselves through the maintenance of abnormally large 
liquid positions. 

The Swiss authorities, in intervening in the exchange 
market, based their operations very largely upon United 
States dollars as long as their currency moved closely with 
gold. More recently, however, operations in sterling have 
acquired greater prominence, especially since the 
breaking of the rigid link with gold at the devaluation 
level of 30 per cent. That break occurred this year and 
was, of course, made with the approval of the Federal 
Council. It was a direct result of the appreciation of the 
dollar against sterling. Since the break occurred the 
Swiss franc has tended to follow a path midway between 
that of the dollar and of sterling. In addition to their 
substantial sterling and dollar assets the Swiss autho- 
rities are said to maintain earmarked gold reserves in 
London and New York, and it is on these that the 
machinery for official exchange intervention is dependent. 
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Exchange Control in America 
By L. T. Little 


N discussing exchange control in America the first 
] thing to make clear is that the American counterpart 
of the English Equalization Account is not the 
Stabilization Fund but the Fund together with the 
Treasury's gold buying and selling department. It is 
inevitable that this should be so. For so long as the 
American Treasury is willing to buy any gold offered to it 
at a fixed price of $35 an ounce—and to sell at a fixed 
price to approved official buyers—its activities will tend 
to be concerned with gold movements, and the necessity 
for direct intervention in the exchange markets will be 
correspondingly reduced. Purchases of gold are sales 
of dollars and vice versa, so that the Treasury’s gold 
buying and selling department has been the main factor 
operating on the American side in the stabilization of the 
dollar. Though on occasions the Exchange Stabilization 
Fund has dealt actively in the exchange markets, the 
main interest thus attaches to the operations of the 
Treasury in relation to gold. 

It may be useful, however, briefly to review the history 
of the Fund. It was set up in January, 1934, out of the 
profits of the revaluation of the nation’s gold stock 
which followed the Gold Reserve Act. The total of those 
profits was approximately $2,800 million, and of this 
sum $2,000 million was placed to the Fund in gold. It 
did not start, therefore, with Treasury Bills, as the 
English Account started, nor was it authorized to obtain 
dollar resources through borrowing. Thus, apart from 
the broader considerations just mentioned, its activities 
were necessarily limited by the manner in which it was 
set up. Some indication of the restricted nature of its 
intervention in the exchange markets can be gained from 
the fact that, except for a transfer of $200 million of gold 
which it made to the New York Federal Reserve Bank 
in the early months of its existence and against which it 
received dollar deposits, the Fund has retained all its 
resources as they were originally granted to it. The 
latest return of the monetary gold stock of the United 
States includes an item, ‘‘ Exchange Stabilization Fund— 
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$1,800 million,” which has appeared week after week 
since early in 1934. 

It is impossible to discuss the activities of the Treasury 
in relation to gold without at the same time considering 
the effects of its actions on the domestic credit structure. 
Stabilization cannot be discussed apart from neutraliza- 
tion. Some of the most important problems arising out 
of the modern technique of exchange control are con- 
cerned with this factor of neutralization. How far can 
capital imports and the corresponding sales of dollars 
against gold be neutralized so that they do not disturb 
domestic industry ? How far have they been neutralized 
in the case of the United States? 

Ever since 1934 the predominant factor in the 
American exchange situation has been the vast movement 
of capital to that country. The one-way traffic across 
the Atlantic has been interrupted or reversed only at 
more or less isolated periods in the course of a five-year 
migration of funds westwards. During this time the 
Treasury has been called upon to buy gold and sell 
dollars in enormous quantities. Only occasionally has 
it been called upon to sell gold. The gold stock has risen 
in colossal proportions, from $6,840 million at the 
beginning of 1934 (after revaluation) to more than 
$13,500 million to-day. It is true that a part of the 
gold flow represents the export surplus which on balance 
the United States has enjoyed during the period, but 
this part is insignificant in relation to that forming the 
counterpart of the influx of European capital. 

During the three years 1934 to 1936 the Treasury 
acted in such a way that there was very little to dis- 
tinguish the results under the quasi gold standard in 
force from the results which would have come about 
under the gold standard proper. During these three 
years the Treasury paid for its gold purchases with funds 
obtained from the Federal Reserve banks. The Reserve 
banks were handed gold certificates to an equivalent 
amount in return. Apart from the fact that the Reserve 
banks, instead of holding the gold in their own vaults, 
received certificates backed by gold lying in the Treasury 

vaults, the system operated as it would have operated in 
the days of the pure gold standard. Those gold certificates 
naturally constituted bank cash. Hence the reserves of 
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member banks with the Federal Reserve banks were 
increased part passu with the influx of gold. 

Diagram A: Deposits at Federal Reserve banks added to member bank 
veserves. 


Member banks 
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Here was a situation, then, in which no neutralization 
of incoming gold was attempted. Nor was any great 
attention paid to the factors determining the gold flow. 
At this stage the question was not asked whether there 
was danger in allowing a capital flight from Europe to 
enlarge the structure of credit. 

As it turned out, the American business world was 
not ready for this massive growth of credit. President 
Roosevelt had so threatened profit margins that only 
a part of the funds injected into the banking system were 
duly multiplied into bank credits for industry. Bank 
reserves grew apace, but to a large extent they were 
excess reserves—cash held by the banks in excess of 
the amounts required by law. At the beginning of 1934 
excess reserves were about $750 million; by mid-1936 
they were nearly $3,000 million. If a large part of the 
addition to bank "cash had not been absorbed in this 
way in excess reserves, even inflationary-minded citizens 
in the United States might have had some doubts about 
the policy of non-neutralization at an early stage. But 
the growth of bank credit was not sufficiently fast to 
cause misgivings until rather later. It was fast enough, 
however, to produce an upward movement in prices and 
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a corresponding tendency on the Stock Exchange. This 
led to further capital imports and thus to additional 
expansion of the credit base. 

Part of the gold inflow—though a relatively small 
part—was due to the favourable balance of payments 
in 1934 and 1935. This credit balance the rising price 
level tended to reverse. In 1936, after seventeen years 
of favourable balances (ever since the statistics were 
recorded) there was an adverse balance. Failure to 
neutralize the gold inflow had not produced the inflation 
it would have produced in different domestic circum- 
stances, but it at least showed that the United States 
had reacted in quite the orthodox way in so far as the 
gold inflow was due to the favourable international 
balance. While the United States allowed the brunt 
of direct exchange stabilization by intervention in the 
markets to fall on others, it helped towards long-run 
stabilization by monetary expansion. 

By the middle of 1936 the authorities began to feel 
some doubts about the growth of excess reserves and 
the rise in prices. In August of that year reserve require- 
ments were raised and excess reserves fell abruptly. By 
the end of the year it was felt necessary to go farther 
and to neutralize gold inflows at the point of impact—the 
Federal Reserve Banks—and in December the policy of 

Diagram B: No addition to member bank reserves. 
Member banks 
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gold sterilization was adopted. Under this new system 
the handing of gold certificates to the Reserve Banks 
in amounts corresponding to the gold inflow was dis- 
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continued. Instead, the funds used by the Treasury for 
purchasing gold were obtained by the issue of Treasury 
bills. These bills took the place on the assets side in the 
member bank balance sheets which reserves with the 
Reserve banks had previously taken. In this way, by 
the substitution of earning assets for bank cash, reserves 
were henceforth left unaffected by the gold inflow, while 
the incoming gold, instead of being added to the general 
stock of the Treasury, was relegated to a special fund— 
the “ inactive fund.” 

It should be observed how closely the American 
system approximated to the English, once the gold 
sterilization policy was adopted. As in the English case, 
Treasury bills only were added to the banks’ assets and 
deposits were similarly augmented. The English authori- 
ties had by 1937 reached a belated appreciation of the 
fact that these changes meant a decline in the cash ratios 
of the banks unless gold were sold to the central bank. 
Owing to the existence of large excess reserves, however, 
the American authorities did not yet need to fear an 
actual shortage of bank cash, though a temporary 
stringency was felt by some of the banks when sterilization 
was reinforced by further increases in required reserves 
effective in February and April, 1937. 

The new policy certainly prevented gold imports 
from affecting bank cash, and excess reserves declined 
during the ensuing months of 1937. Once more domestic 
monetary policy, aimed this time at preventing too sharp 
an inflationary boom, tended incidentally to exert a 
corrective influence on the foreign trade position and 
thus on the exchanges. Once more the United States 
acted as though adhering to the pure gold standard 
tules. Restricted credit helped to produce a favourable 
balance. By its monetary policy the Treasury had again 
assisted in an indirect fashion to stabilize the dollar. 

Still another volte face was to come. The downward 
movement in prices became pronounced; the Stock 
Exchange broke; it was decided gradually to abandon 
the policy of complete neutralization. By successive 
steps this was done. In September, 1937, $300 million 
of gold certificates were deposited with the New York 
Feder al Reserve bank; in February, 1938, sterilization 
was limited to the excess over $100 million in the quarterly 
inflow; in May the inactive fund was abolished altogether 
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and reserve requirements were reduced. Gold certificates 
to the amount of the inactive fund ($1,392 million) were 
transferred to the Reserve banks, and allowed steadily 
to inflate member bank reserves as the funds were dis- 
bursed by the Treasury. 

For a short time, then, from December, 1936, to 
September, 1937, the United States effectively neutralized 
the inflow of capital—in a way that closely approximated 
to the English method. Before December, 1936, neutraliza- 
tion was not attempted (except for some manipulation of 
reserve requirements), and after September, 1937, it was 
first limited and then abandoned. Throughout, policy 
with regard to incoming gold and the corresponding sales 
of dollars has been determined mainly by domestic 
considerations, but incidentally the effects on foreign 
trade have been of an orthodox nature. Sales of dollars 
against gold have raised questions of credit policy which 
are inseparable from exchange stabilization as a whole, 
however it may be effected, and while the United States 
has adopted no consistent view on these credit questions, 
but has at least established a technique by which the 
monetary structure may be insulated or not, according 
to the view which happens to be held at the time. 


Ten Years of Mechanization 
By G. W. Foss 


Machines Department, Midland Bank. 


IN years ago large-scale mechanization in the 
banks was looked upon as an interesting, if some- 
what hazardous, innovation. A few pessimists 
confidently predicted failure and a quick return to the 
old handwriting methods, while the enthusiasts for the 
new system could hardly have anticipated the universal 
success that it was to enjoy during the next ten years. 
In 1938 mechanization is so much a part of banking life 
that the public accepts a statement instead of a passbook 
as naturally as it accepts the machined gas or electricity 
account. 
In 1928 tentative efforts had already been made to 
use machines for posting special accounts. A_ledger- 
posting machine was being used in 1926 at our Overseas 
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Branch to enable us to ascertain the position of customers’ 
accounts as quickly as possible. Burroughs ‘ Shuttle 
Duplex ’’ machines were already being “employed in 
several of the larger offices for the loose-leaf listing of the 
numbers and amounts of cheques of certain customers on 
busy days. In this way the opposition to loose-leaf 
book-keeping was being overcome, and when at the end 
of 1927 the Burroughs Adding Machine, Ltd., developed 
a ledger-posting machine with a “ Tally Roll ”’ or “‘ Proof 
Strip’ the ground was prepared for the introduction 
of a completely mechanized system of loose-leaf book- 
keeping both in regard to the internal records of the 
Bank and the accounts supplied to the public. 

From time to time there have been alterations and 
additions in construction of the various makes of 
machines, all of which have been carefully studied, but 
we have found that the machine which we first introduced, 
which itself has been improved in minor details, is entirely 
adequate and the best for our purposes. Many of these 
machines have been in use for ten years. During that 
time only minor breakdowns have occurred. To-day 
they are giving satisfactory service, and the question 
of replacement has not yet become an issue of serious 
importance. From an accounting point of view the 
system has proved entirely satisfactory, and it has never 
been necessary to revise fundamental principles. Mistakes 
have been infrequent and the method of proof has shown 
itself to be convincing and fraud-proof. There have 
naturally been developme nts and improvements in minor 
details, but the pioneers of the system have the satis- 
faction of knowing that the broad principles have 
remained unaltered. 

In 1928 a decision had to be made between giving the 
customer abbreviated details on the statement or a full 
“ narrative.’’ Our opinion was that customers generally 
would be satisfied with a record of cheque numbers and 
an abbreviated description of the various items, though 
it was realized that a few would probably wish to retain 
a handwritten passbook or would require full details 
on their statements, which could be entered by means of 
special “‘ Midget ’’ type typewriters. Our experience over 
the past ten years has completely vindicated the policy 
of employing a simply operated machine and giving abbre- 
Viations only. The percentage of passbooks required 
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has progressively declined, and at present is less than 
I per cent. at new branches mechanized, as against Io per 
cent. in the early days. It is no uncommon thing 
nowadays to find a branch without a single current 
account passbook. We continually find that customers, 
far from objecting to our system, expect and welcome 
mechanization. They often congratulate us upon the 
mechanization of new branches, and sometimes press us 
to mechanize branches which for various reasons have 
been judged unsuitable. Customers who transfer their 
accounts from a mechanized to a non-mechanized office 
frequently object toa return to the passbook, and special 
arrangements are then made to supply them with type- 
written statements. 

In 1933 we introduced ‘“ Centralization ’’—an entirely 
new departure in bank book-keeping in this country. 
At the present time we are dealing in 17 large centres, 
such as Birmingham, Nottingham and Sheffield, with the 
bulk of the book- -keeping of the surrounding branches. 
Centralization has not been pursued as an end in itself, 
but only where it contributes definite advantages of 
economy and efficiency. Many branches apparently 
suitable for Centralization have proved inappropriate by 
these standards, while the necessity for balancing the work 
each day limits the area within which branches may be 
centralized. Where a branch has been too small to 
justify the installation of the full ledger posting by 
machine system, we have freely utilized the various types 
of Burroughs adding machines for the carrying out of 
internal book-keeping operations. At the present time 
these partial methods are in use in about 400 offices, 
in addition to the 420 which are fully mechanized. 

From time to time the possibility of extending the 
range of machines in use has been considered, and in 
1934 another new principle was introduced into this 
country in the form of the “ Recordak’”’ machine, for 
photographing the cheques passing through the Clearing 
Departments at Head Office. By this means differences 
have been greatly reduced, the work speeded up, the 
hours of attendance of the staff concerned at Head Office 
greatly improved, and a substantial economy in stail 
effected. 

A direct development of mechanization has been the 
encouragement given to the detailed study on scientific 
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lines of the various operations which are carried out in a 
branch or a department. In this way important re- 
organizations involving new processes and methods have 
been effected at Head Office and the branches, which have 
resulted in an increase of efficiency, and frequently in 
an economy of staff. The staff who were originally 
engaged in effecting the change-over from hand posting 
to machine methods have dev eloped into a group of 
specialists who are able to analyze the problems of any 
office, however small, and suggest solutions. Ways of 
measuring the various aspects of this work of an office 
have been evolved and a very accurate estimate of staff 
requirements can be made, thus ensuring that every 
office shall be staffed by the same standard after its own 
particular problems have been taken into account. 

At the present time we are completely mechanizing 
offices with a staff of eight. Present indications are that 
economies in offices of a smaller size would be doubtful, 
but the possibility of the development of a new machine 
cannot be excluded. The potentialities of new machines 
are continually being investigated. At the present time 
we are experimenting in one of our largest town branches 
with a development of the Burroughs machine which will 

carry out the usual operations of ledger and statement 
posting, but which can be switched over by the turn of a 
lever for dealing with the “ waste’ or cheques received 
in customers’ credits during the heavy periods of pressure 
in the afternoon. 

In the December, 1933, issue of THE BANKER, Mr. 
H. L. Rouse gave the following formula in respect of the 
economies of staff which could be expected from the 
introduction of ledger-posting machines. ‘‘ Two Ledger- 
Posting machines should enable two male clerks to be 
released and should only necessitate the engagement of 
one new female operator.”’ 

Experience has proved that this formula can be relied 
upon completely in the larger branches of over ten staff, 
but it has been necessary to modify it slightly in the case 
of smaller branches requiring only one machine. In 
these cases the economy has been one man released, 
usually against the appointment of one female operator. 

The problem of the absorption of the staff released 
has not proved difficult. In accordance with the Bank’s 
settled policy none of them were dismissed, but their 
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services were utilized in the opening of new branches 
and the replacement of normal losses by retirement and 
death. There was a transition period from 1930-1934 
during which many junior members inevitably had to 
‘mark time,’ but annual recruitment of new juniors is 
now well up to normal. The number of the male stati 
has remained approximately stationary, but from this 
same stati must be found a larger number of managers 
and other officials, so that each clerk has a greater 
“expectation ’’ of reaching an official position. There 
has been a definite tendency in recent years for the total 
salaries bill of the Bank to increase in a greater ratio to 
overhead expenses than is justified by the profits. One 
course would be to effect some reduction in general scales 
of remuneration; the alternative which has been pursued 
is to obtain by means of machines a greater output from 
the same staff. 

The broad conclusions that emerge from our review 
are that the advantages derived from the use of machines 
have been considerable, and that they phe e been shared 
by all interested groups. The Bank has made substantial 
economies in running costs; the public has gained by the 
introduction of an efficient service and by the expansion 
of old services; the shareholders peri : benefited by the 
maintenance of dividends, even during the period of de- 
pression ; and, finally, the stafi have experienced a balance 
of advantage which will become more apparent now that 
conditions of permanency have arrived. It is safe to 

say that mechanization has come to stay, and that very 
few people regret the changes that it has involved. 





The Scope for Further 
Mechanization 
By H.C. F. Holgate 


ESPITE their reputation for conservatism, the banks 
have taken unreservedly to the machine, and in 
recent years mechanization has been proceeding 

apace. Have we now reached a point at which, for the 
moment, the possibilities of mechanization have been 
fully exploited, or is there still scope for the further 
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extension of mechanical methods? Before ical 
this _ stion it is necessary to emphasize that the limits 
of mechanization depend not only upon technical factors 
such as the size of the necessary minimum staff, but also 
upon the purposes which the banks expect mechaniza- 
tion to fulfil. Saving in time and money is not un- 
naturally regarded as the main criterion, but there are 
less tangible though equally important factors to con- 
sider, such as the reduction of strain upon bank personnel 
and, by no means least, the appearance of the documents 
which a bank sends out to its customers. One bank at 
leat places so much importance on the question of 
appearance that it is carrying out a kind of quasi- 
mechanization in branches which are too small for the 
economical operations of book-keeping machines of the 
ordinary type, in order to equip even the smallest of 
branches with a device for sending out typed, instead of 
hand-written, statements. One great advantage of 
mechanization in general is undoubtedly that customers 
are spared the necessity of reading—or attempting to 
read—passbooks scribbled by junior clerks in a hurry. 
Provided that the statements are properly supervised, 
and that attractive covers are provided, they can be 
sent out to customers in a form which provides a useful 
advertisement for the bank. 
This question of appearance having been emphasized 
at the outset, we can turn without fear of misunder- 
standing to a consideration of the technical factors 
which limit the scope of mechanization. Considered 
mainly as a means of reducing costs and increasing 
efficiency, there are a few obvious factors that must be 
allowed for in any suggested change from pen and ink 
to machine, such as the size of the business measured in 
terms of the number of active accounts, the volume of 
transactions, and the possibility of reducing staff costs. 
For example, if a branch with just enough work for one 
clerk to do employs two for safety’s sake, then the instal- 
lation of a labour-saving device which merely adds to the 
costs and increases the tedium of the idle clerk would 
certainly be an absurdity. On the other hand, a branch 
with fifty clerks can be run at less cost and greater 
efficiency when machines are used, as experience has 
already proved. 
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Some time ago I took samples from different banks 
round London and collected eight sets of figures, which 
are tabulated below. 

The amounts have been changed slightly to prevent 
their source from being identified, but the data are 
authentic. An arbitrary weight of the multiplier “ 2” 
has been assigned to debit and credit vouchers, and the 
figures resulting therefrom are as follows : 

Average 
per Man 
Remittances Debits x2 Creditsx2 Total Staff (nearest 


MANUAL BRANCHES 1000) 
30,837 84,320 59,580 174,743 7 25 
67,001 207,850 90,672 385,523 8 48 
106,287 212,620 IOI,024 419, 931 8 52 
83,579 211,710 96,278 391,973 9 44 
MECHANIZED BRANCHES 
221,706 287,304 163,148 672,158 I0 67 
222,301 205,212 163,998 681,511 Io 68 
223,926 305,310 165,242 697,484 Io 70 
221,137 295,204 166,130 652,47I I0 68 


It was purely by chance that the figures came from 
branches so evenly matched in respect of number of staff, 
and it is not suggested that the examination of eight 
out of about ten thousand branch banks can give 
reliable data. They nevertheless tend to confirm that 
banks do not care to mechanize any branch employing 
less than a staff of ten, but that when they do there is 
a marked increase in capacity per head. If it be 
assumed that these samples are representative of a large 
part of the branch banking business carried on in this 
country, the conclusion is that with the advent of 
mechanization the volume of work that can be handled 
rises from 40 to 50 percent. It may, of course, be claimed 
that as the size of the branch increases a “ law of 
increasing returns ’’ would in any case operate, and the 
sample bears this out to the extent that output per head 
is greater in the branches with a staff in excess of seven. 
None the less, it is difficult to believe that so large an 
increase as that shown (from, say, 50 units per head in 
the case of eight and nine men branches, to 7o in the 
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case of ten men branches) would take place under manual 
systems.* 

A more interesting conclusion is that relating to 
the minimum number of personnel per branch below 
which mechanization is not undertaken. It seems clear 
that there is at present a reluctance to mechanize unless 
a staff of ten is retained. This is due to the belief that 
there should be at least two machines in each branch, 
as the breakdown of a single machine would disorganize 
the branch routine work entirely until the repairer could 
arrive. A branch that could find enough work for two 
machinists would, under the present methods of organi- 
zation, have at least two or three cashiers, besides a 
manager, a securities clerk, waste-book clerk, remit- 
tances, general ledger, etc., clerks, and someone to super- 
vise the work of the machinists. Using a little simple 
arithmetic, it is clear that in a bank employing, say, 
13,000 clerks and having nearly 2,000 branches, the 
average staff per branch is less than seven, so that the 
bank must have rather more branches under ten-men 
strength than it has over this number. So far as 
mechanization is concerned, this means that the major 
part of the job is yet to be done, if total mechanization 
is the objective. One of the limitations is that the machine 
cannot think, whereas the nature of branch banking 
requires that a good deal of thought must be given to 
certain every-day tasks. To take a common example, 
to “ pay the Clearing ’’ needs a certain amount of skill. 
Each cheque has to be scrutinized, and the somewhat 
complicated law relating to cheques, etc., mastered. 
Even the examination of the endorsements on cheques 
requires a goodly measure of training and technical 
capacity. 

That work cannot be left to unskilled persons, and 
it would, for this reason, be impracticable to run a branch 





* Unfortunately, the banks do not divulge the actual figures of 
economies effected, and there has been only one public statement 
of the case. This was made on 11th December, 1929, by Mr. H. L. 
Rouse of the Midland Bank (see p. 23 of the Journal of the Institute 
of Bankers, January, 1930) and was to the effect that {£85,000 had 
been saved annually on a capital outlay of £150,000. It must be 
remembered, however, that the services of the men rendered redundant 
are not immediately dispensed with, and for a time there could be 
no possibility of realizing the full effect of the savings aimed at. 
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with one manager or other person skilled in banking, 
together with a staff of machinists. In a staff of six, 
I do not think that more than two of the personnel 
could be allotted to purely mechanical tasks, and this 
would allow for one machinist. Once more we are faced 
with the difficulty of relying upon a single machine, 
which, in the event of a breakdown, might bring chaos 
into the office. 

One way—at present the only way—in which this 
can be overcome for the small branch is by the complete 
removal of the book-keeping processes from the branch 
to a central office. This is what must be visualized as 
the first step towards the further extension of mechani- 
zation in branch banking. At the close of business on 
each day vouchers are collected, with the Statements of 
Account of the customer, by a messenger, possibly using 
a motor-cycle. The papers are taken to a centralized 
book-keeping office, where the process of ledger and 
statement posting proceeds after banking hours, and the 
Statements of Account, after all checking processes are 
completed, are returned to the branch in time for 
opening the next morning. 

The economics of “ mass-production ”’ for a ring of 
branches can only be realized if the geographical circum- 
stances are favourable. Towns in the Welsh valleys, for 
example, may be near enough—on the map—but in bad 
weather the system might fail through lack of proper 
transport facilities. (Time is of the essence, for one of the 
greatest bugbears in arranging a cheap book-keeping 
system in banking is the fact that each day’s work must 
be finished and balanced by itself, so that work cannot 
be spread out evenly over a period.) On the other hand, 
itis fairly easy to centralize the book-keeping of branches 
in one town. The Swiss, Danes, Norwegians and Germans 
do it, and there are successful attempts in our own 
country, though its general adoption cannot yet be 
visualized. 

It will be noticed that I have made no attempt to 
distinguish between methods of book-keeping in the 
proposed centralized book-keeping offices. It does not 
seem to me important for the moment to discuss whether 
the machines of the Burroughs, National Cash Register, 
Remington, etc. companies are used, nor is this the place 
to argue the merits of these machines as against entirely 
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different methods such as are utilized by punched-card 
machines of the Hollerith or Powers-Samas type. Indeed, 
I can conceive that it might be desirable to use, for 
example, a National Cash Register type of machine in 
combination with, say, a Hollerith. That is a matter of 
organization. What I have to stress is that, whatever 
machine is used, the limitations imposed by geography 
and time have first to be surmounted. Granted that this 
can be done, I think the mechanization of branch banking 
will become the normal procedure and the fairy god- 
mother of the future bank clerk. 

In different directions, the mechanization of banking 
does not make itself felt with uniform force. One of the 
most important problems the English banker has to 
face is the enormous volume of cheques, which outweigh 
in number all other kinds of vouchers or posting media. 
In seven other countries I have visited, the usual pro- 
portion of cheques to vouchers is of the order 2: 8, 
whereas in England the ratio would be, at a rough 
guess, about 8:2. The significance of these ratios lies 
in the fact that practically “all other vouchers are manu- 
factured inside the banking system, so that mechani- 
zation can commence at the source, and effect its 
economies by making vouchers and records simul- 
taneously. But the banker here has to fit other people’s 
vouchers into his system, and if this involves making 
vouchers as duplicates of the cheques, it is an addition 
to the routine work to be done. 

A brief explanation of this point may be useful. If 
a German banker is asked to make a series of payments, 
he will perform this task by means of slips the making 
of which will simultaneously post the necessary records. 
In England the customer prefers to make his own pay- 
ments by cheque, and the posting of his account (and the 
compilation of the other necessary lists and records in 
the bank) must proceed item by item in separate opera- 
tions. Since there has been lately a good deal of 
informed criticism of the cheque as a means of payment, 
it may be that the trend of mechanization in the future 
will depend upon the position that cheques are destined 
to occupy in our banking system as it ultimately evolves. 

As it is, the present “method of mechanization tends 
to spread itself into the newer aspects of banking, and 
we find that Trustee departments, for example, soon 

F2 
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operate their trust accounts on machines of the type 
in use in other parts of the bank. In some matters, e.g, 
the clearings, new methods are being tried, the most 
noteworthy example of recent years being the intro- 
duction of the Recordak system of photographing the 
clearing and thus saving a machining just when time is 
most precious. Improved methods are being devised for 
other tasks; for example, some banks pay their dividends 
by the use of the punched-card machine, whilst another 
idea is shortly to be marketed by the National Cash 
Register Company that will be a great improvement on 
manual methods of dividend payment. 

Technical progress of this kind may eventually extend 
the scope of mechanization considerably. It may well 
be, however, that the tempo of such progress could be 
expedited by the establishment of a central research 
organization. In France there is already an association, 
the ‘Comité Permanente d’Organization Bancaire,” 
whose function it is to examine the various machines and 
devices with a view to reporting thereon to its members. 
For this purpose the leading banks volunteer to experi- 
ment with such new devices as are put forward by 
inventors and others, and their experience is then put 
at the disposal of interested members, all of whom, of 
course, are bankers. Subjects as diverse as the use of 
a standardized size of envelope for all banks and the 
costing of the safe-deposit business are examined, and 
the economies that can be effected by taking advantage 
of the newest developments therefore become known to 
all banks with the minimum of individual effort and 
expense. 

It is arguable that the possibilities of further mechani- 
zation could best be explored by the formation of such 
a committee in London, whose members would agree to 
try out new devices in rotation, each of the banks 
agreeing to try out one new device a year, and placing 
its conclusions at the disposal of all, in the French 
manner. Which brings me to an epilogue. There are 
machines at work outside this country that can short- 
cut the bankers’ tasks in a way that cannot be imitated 
here, simply because we have no decimal notation for 
our currency. What would a permanent committee for 
banking organization in this country have to say when 
required to “report on such machines ? 
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Bank Mechanization as Affecting 
Personnel and Public 


By a Banker 


both in the number of small banking accounts and 

the service requirements of the average customer, 
has given an impetus towards complete mechanization 
Ww hich has been reinforced by a prolonged period of cheap 
money with its inevitable bearing on the ratio of expenses 
to profits. It is not the purpose of this article to deal 
with the technical points that arise in connection with 
full mechanization—the twin objects of which are 
economy and efficiency—but rather to consider its 
effects so far as the banks’ staffs and their public are 
concerned. 

It is taken for granted that economy is achieved only 
upon the simple condition that the routine work under- 
taken by the use of the machine can be performed more 
cheaply than by human labour alone. If, after allowing 
for its wear and tear and upkeep, in addition to its initial 
and running costs, it satisfies this condition when intro- 
duced in a branch where business is rapidly growing, the 
economy consists in saving a proportion of the relativ ely 
high costs of employing additional staff, but generally 
calculations assume that mechanization will reduce as 
well as displace staff.* Staff reduction in any bank unit 
is a Slow process and achieved by earlier pensioning or by 
shifting personnel to other units with small corresponding 


I recent years the growth of detail, due to increases 





* There are unfortunately no complete statistics of bank staffs 
and their compositions. An investigation undertaken by the Bank 
Officers’ Guild in 1935 showed that according to the annual reports 
of the Banking Unemployment Board (which cover only persons with 
salaries of {250 and under) the number of men employed in banks 
in England and Wales declined from 27,454 in 1928/9 to 23,064 in 
1934/5, while over the same period the number of women increased 
from 12,060 to 14,031. If boys and girls are taken into account the 
corresponding figures are a decrease from 29,064 to 23,797 (i.e. by 5,267) 
in male staff and an increase from 12,302 to 14, 347 (i.e. by 2,045) in 
female staff. The reduction in male staff naturally took place through 
a check to recruiting, and the net decrease of 3,222 in the total staff 
within the lower salary grades was no doubt attributable as much to 
depression as to mechanization. 








60 THE BAL VKE R 


recruitment; displacement consists also in the substitu- 
tion of female for male labour, since machines are operated 
more efficiently and economically by women clerks. 

(Although boys may be trained to operate machines 
with equal efficiency it cannot be economic from the 
point of view of succession to tie them to the machine 
for a substantial period of their early banking careers.) 
These changes are relied upon to provide more than a 
set-off to the full annual cost of mechanization after due 
allowance for that of skilled and highly paid supervision. 

Each banking unit large enough to justify the use of 
machines has its special problems which arise according 
to the nature of its accounts and the amount of ledger 
detail it requires. In some these are rendered more 
acute by the steepness of the periodical peak period 
for “‘ clearing,” when transactions increase so far beyond 
the normal daily number that a compromise must be 
found between, on the one hand, installing so large a 
number of machines as may prove to be uneconomic in 
order to cope with the maximum pressure, and, on the 
other, imposing unduly long hours at such periods on 
staffs ‘inadequate ly supplied with machines. It is evident 
that the more disproportionate the peak period the less, 
theoretically,is the saving, yet it is curious that experience 
of mechanization has shown in fact that it seldom results 
in a reduction of the number of staff. However that may 
prove to be in banking, any projected reduction must be 
less when the pressure of work is uneven. 

The banks generally have yet to learn from prolonged 
experience Ww hat the effects of mechanization on their 
executives will be. Complaints are heard from time to 
time of the disappearance from banking of the personal 
touch. There is an evident danger—but by no means 
a certainty—that it may be reduced under mechanization. 
Under the old hand system of posting, where the ledger- 
keeper’s status was usually superior to that of a junior, 
he was accustomed to accumulate useful knowledge 
regarding customers whom later in his career it would 
be his duty to interview. Although it is the experience 
of the writer that many bank customers exaggerate, 
when they seek the banker’s counsel, the degree of 
intimacy with personal affairs that may be obtained 
through the running of the account alone, it is true that 
much information of value to a customer and to his 
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bank may be gathered by a man who is interested so far 
in his work as to enable him almost to judge the habits 
of his customers from the ledger pages. This considera- 
tion would apply mostly in the case of a branch with 
a large number of private accounts. It is claimed that 
supervisors are placed in the position of gaining the same 
knowledge as the old hand ledger-keepers, but in actual 
practice this may not prove to be the case if it is found 
that only the less satisfactory accounts can possibly 
come before their notice in the day’s work. 

An important problem, as yet unsolved, is the question 
of the effect which the introduction of mechanization 
on a large scale will have upon the supply of bank clerks 
in the future and the standard of recruitment. Banks 
may have to face the fact that if male labour is curtailed 
employment in a bank may become less attractive to the 
best type of male junior and this is a difficulty which 
may well become acute should more advanced forms of 
mechanization, now in course of development, have the 
effect of seriously curtailing the numbers of male juniors. 
As against this, the President of the Institute of Bankers 
in his inaugural speech last November suggested that 
higher training would become necessary under modern 
conditions as routine work increased. 

Dealing with this point Mr. A. V. Barber, the Chair- 
man of the Bankers’ Consultative Committee to the 
London County Council, stated in the last of his series 
of three articles on ‘‘ Banking Education ”’ which appeared 
in THE BANKER (January, 1938) that mechanization 
“raises the proportion of male recruits who should 
qualify for higher positions in future...’ Mr. Barber 
added “ In the past, the wastefulness of trusting to chance 
that first-class men, possibly adapted to routine work, 
but uneconomically employed upon it over a course of 
years, will emerge eventually in sufficient numbers to 
assume positions of responsibility, has been tolerated 
without obvious disadvantage. As the defects of such 
a procedure become apparent, British banks must 
inevitably follow men with talent to the Universities, 
and bring them in, in larger numbers than hitherto, at 
the end of their University courses.”’ 

This foreshadows either recruiting of male staff at a 
later age or a general introduction of grading. 

If the result of mechanization is to be the employ- 
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ment of fewer males, the percentage of good posts within 
reach of everyone entering a bank will in the former 
alternative be greater. In either case the banks have 
still to consider the question that if mechanization inter- 
feres with training, the rank and file will be at a dis- 
advantage in qualifying for the higher posts. In the 
meantime banks may not find it possible to obtain the 
requisite standard among their rank and file and, if so, 
may be driven to recruiting from a different source or 
from candidates duly qualified at a higher age to fill the 
responsible positions. There are already signs of such 
an evolution in future bank staffing. 

If more important posts are to be filled, as hitherto, 
by promotion rather than by the system under which 
“hewers of wood and drawers of water’’ will be dis- 
tinguished from executive officials by grade rather than 
by age and advancement, the effect upon staff of 
mechanization might be illustrated by the hypothetical 
case of a unit with staff of 150, of which 50 are females 
and 100 are males. We will suppose that sufficient 
female clerks can be trained for the purpose of mechaniza- 
tion and that the males are reduced by 12, so that the 
proportions will then be 50 women to 88 men. It now 
appears that the chance of a new entrant obtaining one 
of the six best paid positions in the bank in course of 
time will be increased, through the fact that he has twelve 
fewer competitors, by more than 11 per cent. From the 
point of view of the bank we may put it that it will be 
II per cent. more necessary in future to recruit men 
suitable to occupy higher positions. The _ requisite 
standard must be attained; otherwise the higher posts 
must be allotted to men of different grade. 

So far as the customer is concerned, provided that 
means can be found to maintain the human factor in 
personal relations with his banker, mechanization 1s 
apparently to his benefit. The typed statement or pass 
sheet provides the same details as he was accustomed 
to seeing in his pass book in the past, but the legibility 
of the statements will in time be recognized as an im- 
provement upon the pass book in these days when 
handwriting has universally deteriorated. Such trouble 
as he may feel it to be to file his own statements is offset 
by the saving of annoyance and expense under the old 
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pass book system of sending in his book by post caine 
cally to be made up. Again, if increased efficiency is 
achieved he will benefit by more accurate performance 
of the duties which the banks at present undertake for 
their customers and by the extension of services that 
mechanical methods in future may render possible for 
his advantage 

All this is so much to the good, provided that the 
introduction of the machine does not impair that human 
contact and sympathy in banking service which no 
machine yet invented can replace. 


Recent Developments in Palestine 
Banking 


By a Correspondent 


now continuing for the third year, that the final 

instalment of the new Banking Legislation, enacted 
on October 7, 1937, did not attract that public attention 
which one would have expected after the wide and 
heated discussion evoked by the proposals for legal 
restrictions on the banking trade in recent years. This 
is the more surprising, as the new Banking Ordinance, 
which will change the whole structure of Palestinian 
banking, brought to an end the second chapter in the 
post-war history of this trade, and it may be of interest 
to recall here the main features of this history. 

The first chapter, covering practically the first decade 
of the Civil Administration in Palestine, 1921-1930, was 
characterized by a far-reaching nationalization, when 
practically all banking and credit institutions required to 
be established and financed by public funds or public 
spirited capitalists abroad. A new phase began when 
the influx of immigrants and capital, which in 1935 had 
reached an unprecedentedly high level, gave rise to a 
mushroom-like growth in the number of small—even 
extremely small—banks so-called. The demand for 
protection of the public against the possible consequences 
of such a development led to the appointment, in 


N°: doubt it was due to the political disturbances, 
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November, 1933, of a committee to consider and propose 
legislative measures. This committee submitted its 
report in 1934, recommending that banks should have a 
minimum paid-up share c capital of £P. 25,000, and making 
suggestions for improved publicity, but no action was 
taken by the Government until the appointment of an 
Examiner of Banks in November, 1935. Though no 
doubt planned beforehand, this appointment followed 
soon after the banking panic of August/September, 1935 
which resulted from the political tension in the Mediter- 
ranean. 

That event marked a turning point in the develop- 
ment of banking in Palestine, and brought the rapid 
expansion of banking to a sudden end. While during 
the first period only 37 banks were registered under the 
various laws relating to credit institutions, by the middle 
of 1935 this figure had increased to 113 banks on register 
(though not all were operating) with about 50 additional 
branches, not including about 140 urban and rural credit 
societies. The initial voluntary attempts towards con- 
solidation were soon strengthened by legislative measures, 
first the Banking Ordinance of March, 1930, compelling 
banks to submit monthly returns to the Examiner, and 
later the Ordinance of October, 1937, which required a 
minimum registered share capital of £P. 50,000, half of 
which must be paid up. Within three months from the 
date of enactment, existing banks were to increase their 
registered share capital to £P. 25,000, and their paid-up 
‘apital to £P. 10,000, and within two years, 1.e. by 
October, 1939, to the prescribed minimum. Foreign 
banks were required to have a capital of {£P. 100,000. 
(The High Commissioner, however, is authorized to vary 
these requirements in individual cases, if he deems it in 
the interests of the public.) Furthermore, companies 
carrying on banking business have to pay an annual fee 
of £P. 100. 

The first effect of the Ordinance became evident on 
January I, 1938, when only 55 banks (not including 
co-operative institutes) paid their annual fee, although 
76 banks had submitted returns to the Examiner in 
April, 1937. By the end of June this number decreased 
to 45, and will have further decreased to 36 by the end 
of September. Probably not more than 25 to 30 banks 
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will be left in October, 1939, when the Ordinance will 
come into full effect. 

This rapid reduction in the number of banks was 
carried out without any disturbance on the credit market 
or hardship to the customers, for which recognition is 
due to the Examiner of Banks, Mr. A. N. Paton. How 
little the disappearance of 21 so-called banks has affected 
the credit structure of this country is shown by the 
following figures of the combined funds of local ane 


November, 1937 a anadhe 193! 
Capital paid up .. + $F. 2,276,684 £P. 1,140,780 
Reserve fund oa is 184,729 190,860 


The decrease in paid-up capital due to disappearances 
was probably larger than the {£P. 36,000 shown above, 
but was partly compensated for by a great number of 
increases in the capital of other banks. The amount of 
reserve funds is likely to decrease, as part of it will 
probably be conv erted into share capital in the near 
future. It is of interest to note that the elimination of 
the banks which could not obtain the required minimum 
capital has been effected only in a few cases by con- 
solidation and mer ‘ging with other banks; in most cases 
the word ““ Company ” or “ Trust Company ”’ has been 
substituted for the word “ Bank” in the name of the 
firms concerned. A few banks went into voluntary 
liquidation, while winding-up orders were issued by the 
Courts in only four cases 

Meanwhile, a start has been made with the conversion 
of some of the co-operative credit institutions into banks, 
the first being the Palestine Industrial Bank, Ltd., 
which was established by the Palestine Manufacturers’ 
Association as a co-operative society five years ago. 
Their conversion was made possible by the Anglo- 
Palestine Bank, which took over redeemable preference 
shares to the amount of £P. 12,000 in order to provide the 
prescribed minimum capital. The next to follow was 
the Kupat Am Bank Ltd., while the conversion of the 
Ashrai Bank is to follow soon. The conversion is also 
envisaged of the Bank Zerubabel, a central institution for 
credit societies. 

It has already been stated that the changes in the 
banking system have been brought about without any 
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disturbing efiect on the economic life of the country. 
On the contrary, the banks were in a position to render 
assistance to the various branches of the economy 
throughout the protracted depression. Credits outstand- 
ing (i.e. bills discounted and advances) increased from 
£P. 12,243,000 in April, 1936, to £P. 13,401,000 a year 
later, reaching their highest level in October, 1937, at 
£P. 14,060,000. Since then the banks have gradually 
decreased their loans to the level of what are considered 
actual business requirements, ie. to £P. 13,162,455 in 
June, 1938. One must, however, foresee another seasonal 
increase in the autumn for the financing of the forth- 
coming citrus season. 

During the same period, also, the number of cus- 
tomers has been reduced, but the average loan shows a 
fairly stable level : 


Total Credit No. of Average Loan 

Date Outstanding Customers per Customer 
September 30,1936 .. £P. 9,676,845 65,374 £P. 148 
March 31, 1937 .. ies 10,202,933 72,399 I4I 
September 30, 1937... 10,484,981 73,073 143 
March 31, 1938 .. sie 10,068,948 70,2 284 143 


Accommodation was distributed between industries 


in the following manner : 
End March 


1935 1937 1930 

To Public Authorities and % oF a 
Publ ic Utilities Pe i 3°53 2°23 2°4 
Agriculture a Pe -. 24°03 23°90 26:0 
Industry ai Seg a0 EES 12-36 IIg 
Construction - ei = 3°41 6-07 3°7 
Commerce di ss s. Saree 2i°93 22°3 
Miscellaneous i 5 -. 35°04 33°71 34° 7 
otal et <3 200%, 100% 100% 


These loans were divided among 70,284 customers, 
83 per cent. of whom borrowed amounts of less than 
£P.100. This predominance of small loans, involving 
heav y administrative expenses, is probably an important 
factor preventing a substantial reduction in the level of 
interest charged which still varies between 7 per cent. 
and g per cent. 
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Advances outstanding as at March 31, 1938: 
As % of Total 











No. of 
Amount of No. of | Amount dueCustomers Amount due 

advance Customers £P. % % 
Up to £P. 100 ap 58,333 1,020,387 83-0 Io-1 
£P. 100 to £P. 500 8,357 1,888,459 II-g 18-8 
£P. 500 to £P. I,000 1,878 1,276,376 oar I2°7 
£P. 1,000 to £P. 5,000 1,476 2,893,762 2a 28°7 
{P. 5,000 to £P. 10,000 156 T,065, “76 0-2 10-6 
£P. 10, 000 to £P. 50,000 79 I,532,369 Orr 15°2 
Over ry 50,000 .. 5 391,519 0-Or 3°9 

So oe 70,284 10,068,948 100% 100% 


It appears that the banks have taken the obviously 
wise view that a sound credit policy must aim more at a 
consolidation of short-term indebtedness into long-term 
loans, than at a further expansion of credits. ‘“‘ Pump- 

riming ’’ measures to gear up production, naturally, 
would be without effect unless accompanied by measures 
to stimulate consumption. Several measures have been 
taken in both directions. 

In order to assist industry, a consortium has been 
formed by the Anglo- Palestine Bank, the Industrial 
Bank, and the Jewish Agency, which issues joint con- 
solidation loans for a period of ten years at 4 per cent., 
the first risk being taken by the Jewish Agency up to 
30-50 per cent. of the loans. The first series of such 
loans issued totalled £P. 25,000, and a further £P. 15,000 
of approved loans is now to be issued. Another fund to 
relieve the economic strain suffered by the middle classes, 
the Mifdeh Ezrachi, which has collected £P. 20,000 so 
far, has joined with some banks in making available a 
total of £{P. 60,000 to be used for loans to small traders, 
artisans and manufacturers. The Labour Federation, 
which has accumulated an Unemployment Fund over a 
number of years, has invested this money in various 
undertakings designed for the purpose of creating em- 
ployment in productive works, such as road construction 
(through Bizur, Ltd.), fishing and coastal shipping 
(through Nachshon, Ltd.), stevedoring in the Tel-Aviv 
port (through Prikah, Ltd.), and others. 

Such measures, however, useful as they are, are 
altogether insufficient, and considerable sums could 
usefully be employed in converting the short-term in- 





68 THE BANKER 


debtedness of agriculture and industry into long-term 
loans. While the Palestine Agricultural Mortgage Com- 
pany could fulfil this purpose in agriculture, no suitable 
instrument exists as yet to perform a similar service for in- 
dustry. Various plans are under consideration for an insti- 
tution to supply adequate credit and finance facilities to 
industry. The realization of such plans, however, will 
depend on the capital market, which has naturally 
suffered in recent years from the prevailing situation in 
the country. There still continues a considerable influx 
of capital, estimated to have amounted in 1937 to 
£P. 6,000,000 against {£P.6,500,000 in 1936 and 
£P. 11,000,000 in 1935. In the spring of 1938 there was 
a more than seasonal upswing due no doubt to the wor- 
sening of the position of the Jews in Europe. This new 
capital, however, has not yet circulated through the 
channels of the economy but has been confined to invest- 
ments in securities. The 1 Mortgage Bank, it is 
understood, obtained during first six months of the 
current year about 25 1% cent. more of new capital than 
during the whole of 193 
The securities market at Tel-Aviv, under the influence 
of increased demand, showed a gain of several points in 
almost all securities, until a slight decline in September. 
First Half 


Genera 


tne 





1930 1937 1938 
Highest Lowest Highest Lowest Highest Lowest 
Debentures 
General Mortgage Bank : 
5% Deb. 1938/55-39/50 é 5} 8} 53 98? 8 
5% Deb. 1 50-—42/57 6 95% 084 954 938; 9 
6% Deb. 1934/54 1024 1003 102} 1002 1602 1004 
Bizur, Ltd. : , 
6% Deb. 1938/43 974 74 934 974 98% 984 
6% Deb. 2nd series. — — 7 — 8h 98 
Keren Kayemeth, Ltd 
24% Deb. 1934/53 714 634 72% 653 77% ¢ 
Nir Ltd. : 
4% Deb. 1937/52 73i 724 763 70} 343 754 
4% Deb. 2nd series -— 835 73% 
Preference Shares : 
6% General Mortgage Bank .. 109} 102} 117 105} 112 106 
6° Palestine Land Develop- ; 
ment Company 103} 83} 96} 884 93 504 
5% Nir Ltd ei 74 66 70} 57 654 59 
54 Palestine Potash, Ltd. 19/44 13/3 14/14 9/10 15/73 13/13 
Ordinary Shares (bearer ‘ 
General Mortgage Bank 1094 103} 129 1053 116 108} 
Palestine Land Developn ve 
Company ; aa IIl 87 101 842 go 538 
fel-Aviv 64% Deb. 1928/43 — - -- 104 104 
Investment Corporation of I - 
5% Deb. 1940/51 = - 70} 003 
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New capital has also been raised by placing issues of 
shares and debentures abroad. In addition to the 
debentures of the Keren Kayemeth (Jewish National 
Fund) for £P. 100,000, which were acquired by Czecho- 
slovakian Jews (the issue being taken up within three 
days), ““ Nir”’ Ltd., is selling, with the authority of the 
National Bank, Prague, 5 per cent. Preference Shares of 
£P. 30,000 and 4 per cent. Debentures for £P. 30,000; 
permission for the free sale of these securities “abroad 
will be given by the National Bank only in case of 
emigration. The proceeds of all these issues were used 
for the purchase of Czechoslovakian goods, mainly iron 
and metal ware, by the issuing companies, for their own 
use or for free disposal on the Palestinian market. 

A new long-term loan of £P. 175,000 has been granted 
to the Jewish Agency by Lloyds Bank, with a participa- 
tion of £P. 25,000 by the Anglo- Palestine Bank. This is 
additional to the loan of r £P. 500,000 granted two years 
ago. 

Negotiations to revive the transfer agreement with 
Poland, which was cancelled by the Polish Government 
owing to its unsatisfactory operation, have reached a 
temporary deadlock, while those with the Sasser 
Government are still proceeding. The results are not 
yet known but it can be assumed that the import of 
capital, if made possible by transfer, will come to an 
increasing extent from the Eastern European countries, 
while the restrictions placed on imports from Germany 
will gradually make capital transfer from that country 
ever more difficult. German imports into Palestine, which 
in the first five months of 1937 took first place with a 
proportion of 15:4 per cent. of the total (Great Britain 
being the second with 14-9 per cent.), dropped in 1938 
(absolutely and relatively) to 13-4 per cent., with Great 
Britain taking the lead with a proportion of 21-0 per 
cent. It remains to be seen whether the new “ Evian’ 
office in London will succeed in obtaining from the 
German Government better and greater facilities for 
German- Jewish capital export. 

Time deposits showed a _ gradual increase to 
£P. 4,731,728 in June, returning to £P. 4,695,000 in 
February, 1938. Demand deposits have slightly recovered 
from their lowest point of £P. 11,579,000 in November, 
1937, to £P. 12,426,697 in June, 1938. 








70 THE BANKER 

It is of interest to note that since April, 1936, total 
deposits have remained practically stationary, having 
decreased by only 6-2 per cent. to their lowest point in 
November, 1937, which seems to confirm the view that 
money , pending investment, is converted from demand 
into time deposits on which some interest can be earned. 

Nevertheless, the contraction in currency in circula- 
tion (which in January, 1938, reached its lowest point— 
£P. 4,789,134—sIince January, 1935 with a subsequent 
slight recovery to £{P. 5,074,000 in “Apeil and a renewed 
decline to £P. 4,839,134 in June) is an expression of a 
reduction in the purchasing power of the population 
which, after two years of unrest and subsequent depres- 
sion, is not surprising. 


Matters of Law 
By Maurice Megrah 


HERE has been no outstanding English case 
since we last went to press, but an Irish case 
tried by Mr. Justice Gavan Duffy in the High 
Court of Eire and reported on page 63 of volume LXXII 
of the Irish Law Times Reports is of particular interest 
to students of the Bills of Exchange Act, 1882. 
Promissory Note—Material Alteration 

In Flanagan v. The National Bank Limited, it appears 
that one James Flanagan had a deposit with the de- 
fendant bank of £550, but was liable to the bank as a 
party to certain joint and several promissory notes. 
The plaintiff, Flanagan’s sister, agreed to add her 
signature, as maker, to the notes in consideration of the 
transfer of the deposit into the joint names of her brother 
and herself. She agreed that the deposit should con- 
tinue as security for the notes and that the bank should 
have right of recourse to the deposit in the event of 
the notes being dishonoured. 

Subsequently the plaintiff denied that she had signed 
the notes as maker and pleaded that even if that “had 
been the case, the signature had been added subsequently 
to the making of the notes and that there was thus 
no consideration for that signature. She further denied 
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that any moneys were due on the notes and that in 
any event the defendants had no right to apply the 
deposit moneys in reduction of the alleged liability on the 
notes; finally, that the defendants, having appropriated 
the moneys ‘under mistake of law, were debarred from 
setting-off the sum so appropriated against the deposit 
claimed by the plaintiff. 

It will be seen that several points arise ; 

(a) the question of set-off between a deposit 
account and a liability of the depositor’s to the 
bank ; 

(b) whether an antecedent liability for which 
a promissory note was given is adequate con- 
sideration to support a subsequent signature to 
the note (s. 27, Bills of Exchange Act, 1882) ; 

(c) whether the signature to a note subsequent 
to its completion and issue is a material alteration 
within s. 64 (1) of the Act. 

It appears from the judgment of Gavan Duffy, J. 
that the first point must later have been conceded by the 
plaintiff (which means nothing if, in fact, such set-off was 
part of her agreement with the bank), but that she denied 
liability on the grounds of lack of consideration and 
avoidance of the notes due to material alteration. 

On the question of consideration his Lordship found 
that the existence of a debt, even though not immediately 
enforceable, seemed to be valuable consideration for an 
instrument made in favour of a creditor by a person 
who signs merely as surety. 

Section 64 (1) of the Act reads : 

‘Where a bill or acceptance is materially altered 
' without the assent of all parties liable on the bill, the 
bill is avoided except as against a party who has 
himself made, authorised, or assented to the alteration, 
and subsequent indorsers.”’ 
On this point his Lordship could not “‘ doubt that 
the signature to the note was a material alteration, 
for it was signed after the note was completed and 
issued.”’ It is not easy to follow him here, in spite of 
the decision in Gardner v. Walsh ((1 855) 5 E. & B. 83), 
on which presumably he based his view, and which 
seems to have — certain .<— in a Canadian case, 
Bolster v. Shaw ((1917) 1.W.W.R. [Can.] 431). In Ex. p 
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Yates ((1857) 27 L.J.Bk. 9), however, it was held that 
the addition of the name of a new maker to a note 
without the consent of the original maker operated as 
an endorsement. 

Looking at the Act (s. 64 [2]), the list of material 
alterations, though clearly not conclusive, covers altera- 
tions which might materially prejudice other parties. 
It is hard to see how the addition of the name of a fresh 
person can affect an existing or original party in any pre- 
judicial way—indeed, it tends to relieve him by spreading 
the responsibility for the instrument. 

The plaintiff denied that she signed as maker. Surely, 
then, she was liable as an endorser to a holder in sinas 
course, under s. 56 (as applied by s. 89), which reads :- 

“Where a person signs a bill otherwise than as 

“ drawer or acceptor, he “thereby incurs the liability of 
“‘ an indorser to a holder in due course.”’ 
The plaintiff argued, however, that the exception 
contained in s. 64 (1) in favour of “a party who has 
‘ himself made, authorised or assented to the altera- 
“ tion,’’ applies only to an original party and cannot 
cover a person who signed subsequently to the issue of 
the note—in other words, the plaintiff, ‘“‘ not being an 
original party, can take advantage of the absence of 
“ assent by the parties liable to av roid her (own) signa- 
“ture.” His Lordship rightly stigmatized this sugges- 
tion and saw “ no reason, either in logic or grammar ’ (he 
had here in mind the meaning of the word “ party”) 
for making an ‘actual signatory less liable because 
he was not an original party.’ ”’ 

Briefly, although the note was materially altered, 
yet the plaintiff by her signature bound herself to a 
holder in due course—a decision about which there 
could be no shadow of doubt. We should, however, have 
preferred the argument leading to the decision to have 
been different. If the alteration was material, it was 
made with the knowledge of the defendant bank, who 
for that reason could not rely on the signature, except 
on the ground that it operated against the signatory as 
an endorsement. But they must on that hy pothesis be 
taken to have agreed implicitly, though in all innocence, 
to waiving their rights against the other parties to the 


note—an absurd suggestion. 
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Bankruptcy—Deed of Assignment 

The question in Re a debtor (No. 382 of 1938), The 
Debtor v. Petitioning Creditor and Official Receiver was 
whether silence on the part of certain creditors at a 
meeting of creditors, at which a resolution was approved 
that the debtor should execute a deed of assignment, 
precluded that creditor from relying on the deed of 
assignment as an act of bankruptcy and from presenting 
a petition accordingly. . 

It appears that after the meeting, the creditors’ 
representative said to the chairman: “ Of course you 
“ will register my objection, as I reserve all my clients’ 
“ rights.” A receiving order was later made and 
appealed against by the debtor. Greer, L.J. held that 
the Registrar should have exercised his discretion under 
s. 5 (3) of the Bankruptcy Act, 1914, and so dismissed 
the petition. 

Briefly, his Lordship found that the creditors in 
question “allowed the resolution appointing the com- 
mittee (of inspection) to be carried nemine contradicente 

-without opposition—and they are therefore in 
exactly the same position as that in which they would 
‘have been if Mr. King (their representative) on their 

behalf had voted for the resolution.’’ He did not 
think it necessary to go beyond the statute, but “if it 
is necessary to go back to the days before there was 
such a provision... If it is necessary to consider 
whether or not there was an estoppel, estoppel may 
arise by conduct as well as by deed. It may arise 

out of evidence or it may arise by refraining from 
, doing some act whereby the persons concerned are 
misled. Refraining from opposing a resolution that 
there should be a committee of inspection is sufficient 
evidence to support an estoppel.” 

Slesser and Mackinnon, L.JJ. agreed. Re Debtor 
(No. 11 of 1935) approved. 
Lien on Policy Moneys 

Re Foster, Hudson v. Foster (No. 1) was dealt with in 
the pot pourri of two months ago. The second case, re- 
ported in [1938] 3 All E.R. at page 610 is of rather general 
interest. To save reference to THE BANKER for August, 
the facts are briefly recapitulated. A life policy was 
taken out by a father on the life of his son on terms 
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that the moneys were to be payable on the death of the 
son on or after his twenty-first birthday. The father 
died in 1925, and premiums were then paid by or on 
behalf of the son, who had attained the age of 21 years in 
1916. In 1930 he died, having been insane since 1932. 
The master in lunacy had ordered the premiums to be 
paid by the receiver, the order stating that the poli cy 


was the absolute property of the son, a fact which ail 


parties concerned believed. 

In the first case (No. I), it was held that no trust was 
created in favour of the son, and that, therefore, the policy 
moneys were payable to the “‘ personal’’ representatives 
of the father. The question which now arose was whether 
the personal representative of the son was entitled to a 
charge on the moneys for the premiums payable by or on 
behalf of the son. 

It was as long ago as 1883 that Fry, L.J. laid down 
in Re Leslie, Leslie v. French ( (1883), 23 Ch.D. 552), four 
cases in which a person, not the be nelicial owner, who 
pays premiums on a life policy in order to keep it alive, 
may claim a lien for the moneys he has paid out. They 
ere . 

(a) by contract with the beneficial owner; 

(b) by right of trustees to an indemnity out of 
the trust property for mon 1ey spent in the preserva- 
tion of the policy ; 

(c) by subrogation to the right of someone, who, 
at request of trustees, has advanced money for the 
preservation of the policy ; 

(d) by right of a mortgagee to add to his_ charge 
in respect of moneys paid by him in preservation of 
the policy. 

To these it was sought in the present case by the personal 
representative of the son to add a fifth, viz., the case 
where a person pays the premiums in the belief that he 
is the owner of the property—as being derivable also 
from Re Leslie. Crossman, J. however, held that Re 
Leslie went on to show that a lien can only be acquired by 
a person who pays premiums in the belief that he is the 
owner of the policy, if the true owner, knowing himself 
to be the true owner, allows this to be done. 

Finding - it in fact the payments made by the son 
and receiver were made in accordance with an implied 
arrangement ye ‘tween all parties, as a result of the 
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mistaken belief in which all parties participated, he gave 
judgment for the personal representative of the son lor 
those payments. 


Appointments and Ketirements 


Bank of Canada 
Mr. J. A. C. Osborne, deputy-governor, has resigned. 
He is succeeded by Mr. D. Gordon, former secretary. 


Lloyds Bank 

Mr. P. Gray and Mr. W. G. Probert, formerly assistant 

controllers, are promoted to controllers of the Head 
Office, Advance Department. Mr. R. L. Evans, from 
Swansea, and Mr. C. H. Wigg succeed them as assistant 
controllers. 
Mr. D. Smith, from Bury St. Edmunds, and Mr. 
J. N. Warburton, from Aldwych, have been appointed 
Head Office for special work under the general 
managers. 

Mr. G. Freeman is promoted manager of the Acocks 
Green branch, Birmingham. 

Mr. W. L. J. Clarke, from Plymouth, has been 
appointed sub-manager of the Aidwych branch. 

Mr. H. K. Mace is to become manager of the Beacons- 
field branch on the approaching retirement of Mr. P. W. 
Anderson. 

Mr. H. C. Roberts, from Cambridge, is to be sub- 
manager of Bury St. Edmunds branch. 

Mr. J. R. Raine, from Head Office, has been appointed 
manager of Darlington branch in succession to Mr. 
J. W. E. Clark. 

Mr. J. Gerrish is promoted from the Inspection Staff 
to sub-manager of Plymouth Branch. 

Mr. K. L. Boyes, from Head Office, is to become 
assistant manager of Quayside branch, Newcastle upon 
Tyne. 

Mr. R. T. Brooks becomes manager of Stamford Hill 
branch; Mr. D. Parrott, manager of Swiss Cottage 
branch ; and Mr. C. F. Holborow, manager of Willesden 
Green branch. 

Mr. L. Fairney, from Cardiff, has been appointed sub- 
manager of Temple Street branch, Swansea. 
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Martins Bank 


The retirement is announced of Mr. Percy Woodhouse, 

Manchester district general manager of Martins Bank. In 
appreciation of his services he has been elected to a seat 
on the Manchester board of the bank. Born in 1873, 
Mr. Woodhouse has had experience with Williams Deacon’s 
Bank, the Union Bank of Manchester, and the Palatine 
Bank, of which bank he became general manager. 
Owing to the absorption of that bank by the Bank of 
Liverpool, predecessors of Martins Bank, Mr. Woodhouse 
came into the service of the latter and has held the 
position of Manchester district general manager for the 
last five years. He is a Fellow of the Institute of Bankers, 
London, and a Vice President of the Manchester and 
District Bankers’ Institute. 

Mr. Clifford J. Verity, formerly assistant district 
manager, has been appointed Manchester district general 
manager in succession to Mr. Percy Woodhouse. 

Mr. John Froggatt becomes assistant district 
manager. 

Mr. James S. Richards has been appointed Man- 
chester superintendent of branches. 

Mr. R. H. Price, from Head Office, has been promoted 
manager of the Cambridge branch which will open 
shortly. 

Mr. L. W. Smith, from Bradford, has been appointed 
manager of the new Vicar Lane branch, Leeds. 

Mr. H. A. Wilmot, from Bristol, is to become manager 
of the new Newport branch. 

Mr. A. G. Beechey has been promoted manager of 
the Sidcup branch upon the retirement of Mr. H. 0. 
Atkinson. 

Midland Bank 

Mr. W. G. Edington, formerly a general manager's 
assistant, hes been appointed assistant general manager. 
National Bank of Australia 

Mr. Clive McPherson, of Melbourne, has been appointed 
to the board of directors in succession to the late Sir 
Ernest H. Wreford. 

Lloyds Bank 

Have opened new offices at Rissington Aerodrome, 
Cheltenham and Swiss Cottage. The Eastern Department 
of Head Office is now at 34, Threadneedle Street, E.C.2. 
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America 
Recovery Marks Time 


By an American Correspondent 


S a consequence of the renewed flight of capital 
A from Europe and the fall of the pound sterling 
gold has again been flowing here in large amounts, 
chiefly from London. By the end of the first week of 
September a total of around $143,000,000 gold had either 
been received or was on the way from England and the 
accelerating character of the movement was indicated 
by the fact that of this amount $61,000,000 came in 
during August, $40,000,000 in the first six days of 
September and the remainder was on the way. Although 
the European war scare provided the immediate impetus 
for the gold flow the continued large excess of exports 
over imports in the merchandise trade balance was an 
underlying factor making for strength in _ dollar. 
Between September, 1937, and July, 1938, exports 
exceeded imports by $1,020,000,000. Until lately this 
large “‘ favourable ’’ balance has been obscured as far as 
the exchanges go by the persistent slow withdrawal of 
capital from the United States. Now that the capital 
movement has been reversed the combined effects of 
the trade balance and the capital inflow are proving a 
powerful influence in the direction of dollar appreciation 
and gold imports. 

In the banking field the most important development 
was an upturn in business loans which began in August 
after ten months of uninterrupted deflation. Unfor- 
tunately the figures turned down again at the end of the 
month when they ought, on the normal seasonal basis, 
to have been accelerating their advance, so that the 
evidence of business revival that they provided was not 
very impressive. The following table shows the position 
of the reporting member banks of the Federal Reserve 
in 101 leading cities of the country as at the end of 
August, compared with a month and a year earlier (See 
next page). 
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Adjusted demand deposits, which began to rise 
again last January under the influence of increased 
spe nding by the Government, have now recovered more 
than $1,000,000,000 from their low point and have 
regained all but about $400,000,000 of their loss from the 
recovery high in March, 1937. As the table shows, 
they are now $464,000,000 above the level of a year ago. 
The total of loans and investments of the banks have 
advanced $385,000,000 from their depr ession low on 
July 6 last, but remain far below the levels of a year ago. 
The rather sharp gain shown for the month in loans to 
brokers and dealers in securities is largely of a temporary 
character, reflecting increased borrowings at the end of 
August by dealers in Government securities in preparation 
for the September 15 quarterly financing of the Treasury. 
There has been no evidence as yet of any substantial 
demand for credit by the stock market. 





(In millions of dollars) 
Increase or decrease 


since 
Aug. 31, July 27, Sept. I 
1935 1935 1937 

Demand deposits adjusted .. in 15,388 +228 + 464 

Deposits of foreign banks .. ~ 335 + 32 250 

Total loans and investments iss 20,861 + 305 1,458 
Commercial, industrial and agricul- 

tural loans .. aa bis = 3,886 + 17 752 
Loans to brokers and dealers in 

securities .. a ae - 690 + 95 702 
United States Governments, direct 

and indirect ~ a = 9,444 +145 121 

Other securities ‘ i a 3,147 + 51 + 178 

Reserves as re id a 6,085 + 10 -+ 1,499 





The decline of excess bank reserves wicks set in 
during the second half of July was halted in August by 
the gold inflow. It is to be expected, however, that a 
substantial decline will take place in September in 
connection with the quarterly financing of the Treasury 
and the income tax payments. With excess reserves as 
large as they are, the banks will tend to pay cash for 
their subscriptions to the new offering, which is expected 
to involve about $700,000,000 of ‘‘ new money.” Excess 
reserves, which at the end of August were $2,940,000,000, 
may fall several hundred millions below that figure. There 
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is no expectation, however, that the drop will cause any 
disturbance in the money market. 

Within the Wall Street banks the late summer has 
been a period of even more than usual dulness. The 
demand for loans has been negligible and such advances 
as have been made are mostly offset by repayments of 
other loans. Earnings are small and one of the largest 
institutions recently sent a letter to shareholders, pi ainting 
a gloomy picture of the prospects and reporting that it 
had made general reductions in salaries—a communica- 
tion which seemed to foreshadow the likelihood of a 
dividend reduction later in the year. 

The recovery movement was slowed down in August, 
particularly in retail trade and in the financial markets, 
but there continued to be evidence of a gradual forward 
movement. The Federal Reserve index of industrial 
production rose sharply in July to 83, compared with 
77 in June, and preliminary estimates indicate a further 
improvement in August. Operations of the steel industry 
improved further to 43 per cent. of capacity at the end 
of August, against 37 per cent. at the end of July. Auto- 
mobile production ins been reduced by the usual seasonal 
shift to new models, but sales have held up well and the 
industry is looking forward to a good season. Against 
these indications of progress must be set the persistence 
of the decline in prices of farm products which has given 
rise to concern over the position of the agricultural 
community. The tense a ‘poltcat situation, 
which has been closely watched here, has been another 
depressing element. 

The first week in September, which includes the 
Labour Day Holiday, is traditionally regarded in the 
United States as a turning-point in business and financial 
affairs. By that time the seasonal autumn revival of 
business, accompanied by expanding demand for bank 
credit, is supposed to be sufficiently well defined for the 
prospects to be appraised. In the present instance there 
is a singular lack of conviction in the judgment of most 
important business men and financiers. The extent of 
the recovery in the securities markets and of the improve- 
ment in business which has taken place cana. teen most 
observers to admit that a real upturn from the depression 
has occurred. But there is an apparent tendency to 
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make this concession only very grudgingly. Among 
bankers especially there is a disposition to ask how a 
genuine recovery can be expected in the face of some of 
the existing difficulties, which include political uncer- 
tainties at home and abroad, unbalanced wage and price 
structures, high and onerous taxes, slackness in the 
capital markets, virtually non-existent demand for bank 
credit and a national budget that is farther than ever 
out of balance after eight years of accumulated 
deficits. It is a situation which could produce a fairly 
rapid shift in sentiment either toward greatly increased 
optimism or renewed pessimism, depending upon the 
nature of the developments in the next few weeks. 





France 


Politics and the Paris Market 
By M. Mitzakis 
‘Ts Paris market has been dominated during the 


last few weeks by two events of unequal impor- 
tance. The first was a matter of internal policy, 
namely the adjustment of the 40-hour week, with its 
repercussions upon the Cabinet and the labour situation. 
The second was the aggravation of the German menace in 
Central Europe, with its financial repercussions on France. 
The second half of August was marked by a fairly 
substantial pressure on the franc, and the Stabilization 
Fund had to sell large amounts of foreign exchange and 
gold. The official denials of devaluation rumours were 
not very effective. The Prime Minister considered it 
advisable, in a broadcast appeal on August 21, to express 
himself emphatically against any budgetary or social 
policy liable to increase the disequilibrium between 
national income and Government expenditure. He 
emphasized that the decrease of the national income to 
22 milliards of gold francs in 1937, compared with 
49 milliards in 1936 and 38 milliards in 1914, constituted 
the main cause of the we ikne ssof the franc. M. Daladier 
recalled the fact that, by a revaluation of the gold reserve 
on the basis of the present value of the franc, the note 
issue would be covered to the extent of nearly 100 per cent. 
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He rejected any policy of crude deflation and concluded 
that in face of the burden of war expenditure the con- 
structive solution of the crisis lay in an increase of pro- 
duction. 

On the basis of this conclusion the Government decided 
on August 30 to modify, within the régime of the 40-hour 
week, the system of ov ertime. The announcement of a 
very modest modification of the 40-hour week resulted in 
the resignation of two Socialist Ministers, and it was 
feared for a short time that the Daladier Government 
would have to yield to the pressure of the Confédération 
Général du Travail, which protested against the Prime 
Minister’s attitude towards the 40-hour week. Fortu- 
nately the two Ministers were replaced within 24 hours. 
Even though there have recently been some important 
strikes, it seems that the country is gradually reverting to 
its traditions of order and work. 

On the money market, interest rates remained firm 
during August owing to the increased hoarding in connec- 
tion with the aggravation of the German menace to 
Czechoslovakia. 


30 31 31 
June July August 
0/ oO i) 
. Oo 0 0 
Bank of France rediscount rate. . 24 2h 2} 
Market rate 24 2} 2? 
Day to day money 2} 2} 2; 
Loans on Bons de la Défense : 
Market rate for r month 2} 2} 245 
Market rate for 3 months — 2? 2? 
Loans on securities : 
Rate on the Parquet 1% 2 2} 
Rate on the Coulisse 54 53 6} 


The evolution of the monetary situation is character- 
istically indicated by the monthly returns published by 
the leading French banks, the Crédit Lyonnais, the 
Société Générale, the Comptoir National d’E = and 
the Crédit Industriel et Commercial. As is shown by the 
following table, the cash resources of these banks, which 
were nearly doubled after the last revaluation of the franc 
owing to repatriations of capital, declined rapidly during 
June, and the present figures, which are not yet pu blished, 
will undoubtedly show a decline to the level of last 
April. Current ‘accounts and deposits, which increased 
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by more than Frs. 4 milliard in May, have declined during 
the last two months to about Frs. 30 milliard. The ratio 
of cash to deposits, which increased a 10} per cent. to 
18 per cent. in May, decreased to 13 per cent. in June, 
and had fallen to between 11 and 12 sets cent. by the end 
of August. These indices show the existence of unstable 
monetary conditions, but fortunately their effect is 
moderated by the sound banking structure of the country. 


30 Apr il 3r May 30 June 


(in veilliens of francs) 


ASSETS. 

Cash balances with Bank of France, and 

Coupons .. si .“ - a 3,202 6,140 = 4,258 
Balances with the banks. . as Si 3,313 3,082 2,959 
Discounts and Bons de la Défense aa 18,677 20,106 20,270 
Advances .. as 8 sa bia 1,167 I,II4 1,190 
Current account debtors (including 

branches outside Europe) .. ree 7,409 7,579 7337 

LIABILITIES. 

Capital id a me i oe 1,180 1,181 1,182 
Reserves .. ies - es es 1,705 1,708 1,708 
Current and deposit accounts .. es 29,874 33,828 31,937 
Bills payable ce si ws te 780 676 534 
Ratio of cash to deposits. . ete »« BOSSE Zo 37°05 13°I2% 


The weekly returns of the Bank of France show no 
change in the gold reserve, which remains at 
Frs. 55,808 million, while advances to the Government 
remain unchanged at Frs. 40,134 million. On the other 
hand, withdrawals from the banks and hoarding resulted 
in an increase of discounts, which, after having declined 
in three months to a minimum level of Frs. 5$ milliard, 
rose again to nearly Frs. 8 milliard at the end of August, 
and exceeded F'rs. 9 milliard in the return for September 8. 
The total of sight liabilities—that is, the note circulation 
and current accounts, the latter including the franc 
resources of the Stabilization Fund—increased in two 
months from Irs. 1184 milliards to Frs. 121} milliards, 
while the reserve Ti itio decreased below 46 per cent. The 
price level has been stable for several months, and, in 
fact, has even had a tendency towards a decline. Thus, 
neither the undertone of prices nor the volume of trade 
justified an increase in the volume of credit. We are 
accordingly confronted by an artificial phenomenon of 
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monetary inflation caused by political events during the 
last few weeks. 


Return of the Bank of France. End of End of End of 
June, July, August, 

1938 1938 1938 

ASSETS. (in millions of francs) 
Gold reserve a 5 i “8 55,808 55,808 55,808 
Foreign Exchange reserve $4 a 786 7605 743 
Discounts (total) .. bis ed ws 5,090 7,132 7,704 
Advances onsecurities  .. ne iis 3,614 3,544 3,692 
Advances up to 30 days a 34 552 623 706 
Bonds of the Caisse Autonome .. aa 5,575 5,574 5,569 
Loans to the State ae a 3,200 3,200 3,200 

Provisional advances to the State: 

(a) Regularization of previous advances 12,084 12,084 12,084 


(6) Provisional advances Re Ra 
(c) New advances (agreements of 
30 June, 1937, 22 March, 1938, and 


10,000 10,000 10,000 


14 April, 1938) a ie sea 18,050 18,050 18,050 
LIABILITIES. 

Note circulation .. i sia be 102,087 IOI,1I6 101,759 

Current and deposit accounts (total) .. 16,014. 17,342 18,423 

of which: Creasury ‘ = oa 552 408 137 

Caisse Autonome .. aa 2,093 2,666 2,401 

7 __ Private accounts .. re 12,642 14,040 15,804 

Total of sight liabilities .. J 5 ae 118,10I 118,459 120,183 

Percentage of gold cover.. os «a AF°25 fo 427° IL. 40°44 5 


Owing to the increased traffic in gold coins, the Finance 
Minister decided on August 17 to apply the law passed 
during the French Revolution, stipulating that dealers 
in gold coins must keep a list showing the identity of 
buyers and sellers. The monetary authorities did not fail 
to emphasize on this occasion that this measure was of 
very limited significance and that there was no question 
of exchange control. 

During the first eight months of 1938 imports 
amounted to Frs. 30,484, against Frs. 26,688 million 
during the corresponding period of 1937, an increase of 
I4 per cent. Exports increased to Frs. 18,752 millions, 
against Frs. 14,759 millions in 1937, an increase of 27 per 
cent. The volume of imports, on the other hand, de- 
creased from 385 million tons to 33 million tons, while 
that of imports decreased from 19:8 million tons to 
17°S million tons. Thus, the adverse trade balance 
decreased slightly during the first eight months of this 
vear. 
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Treasury receipts increased by more than 
Frs. 5 milliard during the first seven months of this 
year, compared with the corresponding period of 1937. 
Difficult as it may appear to increase further the fiscal 
burdens, the budget for 1939, which is being prepared, 
is expected to show another effort to balance the ordinary 
budget by means of an increase of taxation. It is this 
state of public finance, necessitating the borrowing of 
between Frs. 4 million and Frs. 5 million per month, or 
more than Frs. 50 million for the current year, that 
constitutes the most important unknown factor in the 
monetary situation. 





SWEDEN 

During the last week of August and even more so 
of September there took place a marked influx of 
foreign funds into this country. This was partly due 
to the conversion of foreign balances into home currency 
by Swedish companies or their foreign subsidiaries, and 
partly to a growing demand for kronor by foreigners, 
who, under prevailing circumstances, find it advisable 
to place their ready money in a country whose prospects 
of remaining outside a general conflagration are better 
than in most other European States. During the first 
week of September the Bank of Sweden’s net balances 
with foreign banks rose by Kr. 51 millions to a total of 
Kr. 296 millions. Simultaneously the Bank of Sweden 
was converting part of its foreign balances into gold, 
and the gold reserve rose during that week from Kr. 617°3 
millions to Kr. 633-6 millions. While the growth of 
balances with foreign banks to a large extent represents 
funds offered by the Swedish joint-stock banks and 
absorbed by the Bank of Sweden as the ultimate recipient 
of foreign money, the joint-stock banks’ deposits at the 
Bank rose correspondingly from Kr. 511-9 millions to 
Kr. 627-5 millions. It needs to be recalled that this 
influx of foreign capital takes place at a time when 
Swedish exports are tending to decline. Should this 
flow continue the Swedish banks will certainly find ways 
and means to check this undesirable development. 

Simultaneously with the growth in the banks’ holdings 
of cash and balances at Bank of Sweden, their deposits 
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increased during August. This increase of Kr. 70 millions 
to a total of Kr. 4,210 millions was only to a small extent 
due to conversion of foreign balances, which became 
noticeable first in September; the chief reason was the 
maturing of three months’ trade bills of the export 
industry, which were collected in August. Advances 
also showed an increase amounting to Kr. 34 millions, 
raising total advances to Kr. 4,246 millions. As during 
the preceding months, the bulk of the increase was due to 
mortgage loans. The volume of home bills also showed 
a contraction this month amounting to Kr. 9 millions, a 
normal dev elopment in consideration of the general 
business recession which has become intensified in Sweden 
during recent months. 
SWITZERLAND 

A number of Swiss banks have, through the Swiss 
National Bank, approached the German authorities and 
the International Standstill Committee to obtain authori- 
zation for the inclusion of Austrian credits in the German 
standstill agreement. The Austrian standstill agreement 
was liquidated some years ago, and the amount of new 
credits granted by foreign banks was comparatively 
small. Most of it appears to have been granted by Swiss 
banks, and since they have been unable to obtain 
repayment from the German authorities since the 
annexation of Austria, they wish to regularize the status 
of their credits by their inclusion in the standstill agree- 
ment. The matter will be discussed at the standstill 
conference to be held in London this month. 

Notwithstanding the international political tension, 
the issuing activity of Swiss banks bas not ceased. A 
banking group including the Crédit Suisse and the Swiss 
Bank Corporation has concluded an agreement with the 
City of Oslo for the issue of Sw. Frs. 10 million of 3} per 
cent. 16 years’ loan at par. This is not the first Swiss 
loan to Norway in recent times. In May the Norwegian 
Government issued a 3 per cent. 32-year conversion loan 
at 95 in Switzerland. Norway is generally regarded as 
a desirable type of borrower from both a political and an 
economic point of view. 

DENMARK 

The foreign exchange reserve of the Danish National 

Bank has increased perceptibly during recent months, 
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and this has enabled the Danish authorities to adopt a 
more liberal attitude towards the allocation of foreign 
exchange to importers. The bulk of the permits have 
been granted for imports from Great Britain and 
Germany. 

TURKEY 

The arrangements for the opening of a London branch 
of the Ish Bankasi (Banque d’Affaires de Turkie) have 
been completed. The establishment of this branch was 
arranged on the occasion of the London visit of Turkish 
bankers in connection with the negotiations for the 
credit of £16 million. Although the transaction is being 
handled on the Turkish side by another bank, the Eti 
Bank, it is expected that as a result of the transaction 
there will be an expansion of Anglo-Turkish trade which 
will justify the existence of a London branch of one of 
the leading Turkish banks. 

A company has been formed in London under the 
name of Anglo-Turkish Commodities Ltd., which will act 
as sole agent for the Eti Bank for sales of Turkish exports 
under the credit agreement. The Turkish Mercantile 
Marine Department has decided to order eight steamers 
from British shipyards against part of the British credit. 


CZECHOSLOVAKIA 
THE CZECH BANKS IN THE CRISIS 

It was inevitable that the internal and international 
political tension should affect the monetary situation 
of Czechoslovakia. There have been withdrawals of 
deposits from banks, even though their extent has not 
been excessive considering the degree of the tension. 
The object of most withdrawals is to have cash handy in 
case of the necessity for sudden departure from the 
locality where the banks are situated. Moreover, there 
has been a certain amount of transfer of deposits from 
one bank to another. For instance, Czechs and Jews have 
transferred their deposits from banks situated in the 
Sudeten districts to banks in the Czech districts, while 
Germans have withdrawn their deposits from Prague and 
other Czech localities and have transferred them to banks 
situated in the Sudeten area. 

In order to minimize the increase in the note circula- 
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tion brought about by these withdrawals, the Czecho- 
slovak National Bank has inaugurated the issue of a new 
type of note bearing interest. These notes mature in 
between three and twelve months, but holders are in a 
position to present them for repayment at any time. Itis 
assumed that the public, for hoarding purposes, would 
prefer these notes to ordinary bank-notes, and that in so 
far as they will replace the ordinary notes the inflationary 
effect of the withdrawals of deposits will be reduced. 
The new type of note is somewhat similar to the Treasury 
bill, with the difference that the latter cannot be pre- 
sented for repayment before maturity. 

With the aggravation of the political situation, it 
became necessary for the authorities to resort to drastic 
emergency measures in order to check the run on the 
banks and panicky selling on the Bourse. A moratorium 
was declared on payments by banks and insurance 
companies, and the Bourse was closed. On the other 
hand, the exchange was maintained stable, even though 
the official rate quoted was largely nominal. 


ITALY 
BANKS AND THE JEWISH EXPULSION 


In order to prevent a flight of capital in connection 
with the expulsion of Jews of foreign origin, a new 
measure has been adopted. Exporters of goods to 
countries with which Italy has exchange clearing agree- 
ments will, in future, have to obtain a visa for the exports 
from the Bank of Italy, or from a bank which is autho- 
tized to give such visas. Since exports to countries with 
which Italy has no clearing agreements are already subject 
to this rule, the change makes its application universal 
to all Italian exports. The only exports which are exempt 
from this rule are perishable food and flowers. Applica- 
tion for export visas has to be made through the bank 
through which the exporter usually transacts business. 
Banks are instructed to refuse to grant visas for exports 
by foreign Jews who have to leave the country, unless 
special assurance is given that the proceeds will be 
surrendered to the Italian authorities. The Jews who 
have to leave Italy will be entitled to retain in full their 
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balances or securities held with Italian banks, and the | 
transfer of such funds will remain subject to the general 
exchange restrictions in existence. 


China 
Exchange and Currency Notes Position 


T has become increasingly evident that the Japanese 
I have not yet succeeded in disrupting the Chinese 

currency system even in those areas in which they are 
in virtual control. Although the exigencies of the war 
have lowered the quotation for the Chinese dollar from 
ts. 2$d. to a nominal 8d. or gd. this is due more to the 
necessity imposed upon the Hankow Government of 
conserving its resources of foreign exchange than to 
any dissipation of the reserves held against the note 
issue. The notes of the three Government banks, the 
Central Bank, the Bank of China and the Bank of Com- 
munications, still appear to be backed to a considerable 
extent by reserves of silver and as these reserves, where 
retained in occupied territory, are for the most part 
lodged with foreign banks in the various concessions, the 
Japanese authorities are not able to attach them. Mean- 
while the continuance of the silver agreement with 
America, the increased flow of trade through the S. 
China ports and the remittances of patriotic Chinese 
abroad to the “‘ war chest ”’ all provide offsetting factors to 
the deterioration caused in China’s economic position 
by the loss of the North China trade. 

{t will be recalled that in March last the Japanese 
set up in Peiping a Federal Reserve Bank of North China, 
the capital for which was subscribed largely by the 
Yokohama Specie Bank and by forced subscriptions 
from the Chinese banks. It was hoped that the notes 
issued by this institution would undermine the Chinese 
Government notes, but in fact the latter still remain in 
circulation over large areas in Northern China and it 
is the Federal Reserve Bank notes that are not acceptable 
to the public for purposes other than paying taxes and 
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dues to the Provisional Japanese Administration. An 
ironical note is added to the situation by the decree issued 
in Peiping in August that the Federal Reserve Bank notes 
were in future to exchange for Hankow notes at a premium 
of 10% or so owing to the depreciation of the latter. 
As the Federal Reserve Bank flatly refuses to issue 
Hankow notes in exchange for its own notes and as 
moreover Federal Reserve Bank notes are not in practice 
convertible into ‘ yen’ for foreign exchange purposes it 
can be seen which of the two, the ‘ Federal’ or Hankow, 
notes have depreciated. While Japan may possibly win 
the war in the field it is certain that she is as yet far 
from defeating China in the economic war. 





Books 


WoRLD ECONOMIC SURVEY, 1937-1938. The League of 
Nations. (London: Allen & Unwin. Price 
6s. net.) 


THE latest volume of the League’s economic year book 
has been prepared by Mr. J. E. Meade, the well-known 
Oxford economist. It shows a distinct improvement 
compared with the previous volumes. The author 
displays complete control of the vast material of facts 
and figures, combined with a broad outlook. The volume 
is consequently much more than a mere chronology of 
events. Even though the author usually allows the facts 
to speak for themselv es, he does not hesitate to express 
views, within the limitations imposed on him by the 
official character of the book. 


A Key To MONEY AND BANKING. By W. F. Spalding. 
(London, 1938: Blackie & Son. Price 5s. net.) 
HAVING written a number of text-books for the use of 


students of banking, Mr. Spalding has now produced a 
small volume for the man-in-the-street. It contains much 
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historical material about the early development of money 
and banking; a sprinkling of theory here and there; and 
a description of the system as it operates at present. The 
book also contains a number of excellent illustrations of 
early coins, 10 million and 20 million mark notes, etc. It 
is very readable, and can be recommended as an 
elementary book on the subject. 





THE MIGRATION OF BRITISH CAPITAL TO 1875. By 
Leland Hamilton Jenks. (London, 1938: Jona- 
than Cape. Price 15s. net.) 


As a reaction from the over-production of works 
dealing with broad generalities there has been lately a 
growing demand for monographs on financial subjects. 
Among them historical monographs are particularly 
popular. The present book was originally published in the 
United States some ten years ago, and even after such a 
lapse of time the publishers are fully justified in bringing 
out an English edition. It is pleasant at times to get 
away from the burning problems of the present day and 
study the problems of the golden period of British 
financial expansion. For this purpose the present book 
contains much interesting reading matter. It is a pity 
that the author has adopted the fashionable but absurd 
arrangement of segregating the footnotes from the text 
and lumping them together at the end of the volume. 





BRITAIN IN RECOVERY. Prepared by a Research Com- 
mittee of the Economic Science and Statistics 
Section of the British Association. (London, 
1938: Sir Isaac Pitman & Sons, Ltd. Price 
15s. net.) 

THIS volume, produced by the Economic Science and 
Statistics Research Committee under the chairmanship 
of Professor Jones, contains much interesting material, 
especially Part II, which deals with individual industries. 
Part I, which deals with generalities, inevitably overlaps 
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PUBLICATION OF THE LEAGUE OF NATIONS 





JUST OUT. Seventh Year. 
WORLD 
ECONOMIC SURVEY 


1937/38 


in wrappers 6/- net 
bound in cloth 7/6 net 


244 pages 


Deals mainly with the period 
from the middle of 1937 to the 
middle of 1938. For most 
countries, this period marks the 
cessation of recovery and, for a 
large number of countries, the 
beginning of a trade depression. 


At all booksellers or from the Sole Agents 
for Great Britain, Northern Ireland 
and the Crown Colonies : 


GEORGE ALLEN & UNWIN LTD. 
40, Museum Street, LONDON, W.C.1 





y W. J. WESTON, M.A., B.Sc., Barrister-at-Law, 
and ALBERT CREW, Barrister-at-Law, Recorder for 


Sandwich. 


This is the Fourth Edition, thoroughly revised, of a 
most useful work of reference for banking and 
economics students and teachers, and practical 
banking men. Terms in general use are arranged 
alphabetically and carefully explained. 248 pp. 
d/- net. (by post 5/34). 

“A key to the language of the City which is the 
more valuable in that it offers clear and concise 
explanations rather than mere definitions.” 


THE ECONOMIST 


A MANUAL OF 


FOREIGN EXCHANGE 


By H. E. EVITT, F.I.B.; Top Man in England, 


Beckett Prizeman, Triple Hons. 


We announce the Third Edition of this straight- 
forward guide to Currency an xchange. 
Recommended by the Institute of Benkers, the 
London Chamber of Commerce, R.S.A., and 
various other bodies as a standard textbook. 
o> 7/6 net. (by post 8/-). 

Can be safely recommended not only to those 
who are studying this intricate branch of economics 
ut also to those who for practical business 
Purposes desire to have the latest information 
available in book form.” 


TIMES TRADE AND ENGINEERING. 


Order from a bookseller or direct from 
SIR ISAAC PITMAN & SONS LTD. 
Parker St., Kingsway, W.C.2 
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Recently Published 


BUILDING SOCIETIES 
YEAR BOOK 
1938 | 


CONTAINS FOR THE FIRST TIME AN ANALYSIS 
OF THE BALANCE SHEET FIGURES OF ALL 
BvuILDING SOCIETIES, TOGETHER WITH 
ADDRESSES OF 4,000 HrEap OFFICES, 

Branco OFFICES AND AGENCIES. 
Among many recent reviews the Year 
Book is referred to as :— 


“ A valuable work of reference" 
The Banker 

“ More than a work of reference’ 
The Economist 
“Having always enjoyed areputa- 
tlen for accuracy, clarity and | 





wealth of detall"’ Financial News 


“ Containing every fact and figure 
which the man in the street and the 
business man might want to know "’ 

The Star 


Obtainable from any bookseller or news- 
agent price 10/6 (II/- post free), or from 
the publishers, Franey & Co. Ltd., Graham 
House, Tudor Street, London, E.C.4. 
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INTRODUCTION TO THE 


STUDY OF PRICES 


Sir Walter Layton and Geoffrey Crowther. 
A new edition with additions. 8s. 6d. net 


MATHEMATICAL ANALYSIS 


FOR ECONOMISTS 
R. G. D. Allen. 


A textbook of pure mathematics, developed in 
the directions most useful to students of economics. 
gis. 6d. net 


SOVIET TRADE AND 
DISTRIBUTION 


Leonard E. Hubbard. 

“Much the best work that has yet been done 

about the Soviet Union.” — Financial News. 
12s. 6d. net 


POVERTY AND 


POPULATION 


Richard M. Titmuss. tos. 6d. net 
A factual study of contemporary social waste. 


——— MACMILLAN 
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numerous existing publications on the subject, and the 
comparison is not always to the advantage of the present 
volume. It was hardly fair to expect Professor Hall to 
produce anything worth while on the foreign exchanges 
during 1932-37 within the space of 11 pages. The volume 
has no index 


OUTLINES OF Economics. By Richard T. Ely and Ralph 
H. Hess. Sixth edition. (New York, 1937. 
London: Macmillan & Co. Price 15s. net.) 

THIS new edition of what is regarded as one of the 
classics of American economic literature is almost a new 
book, since a very large part of the material has had to 
be rewritten in the light of changes since 1930. 


THE BANK AND INSURANCE SHARES YEAR BOOK, 1938-9. 
(London, 1938: Trust of Insurance Shares, Ltd. 
Price ros. 6d. net.) 


THE third edition of this valuable work of reference 
contains a series of analyses of the accounts of 59 British 
banks and discount companies and 37 insurance companies 
for the past seven years, a record of share prices, dividends 
and yields over a period of twenty-one years from 1917 
to 1937, a directory of directors of British banks and 
insurance companies and fifteen statistical tables con- 
stituting an aggregate summary of assets, liabilities, 
investments, profits, etc., during the past ten years. 
Special articles are included dealing with the structure 
of the British system of banking, underwriting results for 
1937, and the methods of investing in the shares of 
British banking, insurance and investment trust com- 
panies. 
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BANK OF LONDON & SOUTH AMERICA 3 
LIMITED 
| Affords a complete international banking service through its branches in 
URUGUAY, PARAGUAY, CHILE, COLOMBIA 
GUATEMALA, NICARAGUA, PERU, SALVADOR 
SPAIN, PORTUGAL, FRANCE 
Head Office: 


6, 7 and 8, TOKENHOUSE YARD, LONDON, E.C.2 
> Agencies in NEW YORK, BRADFORD, MANCHESTER 


ARGENTINA, 
ECUADOR, 
VENEZUELA, BRAZIL, 











CARBON PAPERS 
FOR 


MECHANIZED 
ACCOUNTING 


ENSURING NON - SMEAR 
PERMANENT RECORDS 





UNITED | 
| FRIENDLY || 


INSURANCE COMPANY, 
LTD. 


Allow us to offer you, without 
obligation, advice based on our 
many years’ experience in supply- 


Are offering SPECIAL TERMS || 
to men of proved ability. 


ing Carbon papers for all types of 





LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
DRIVERS’ RISKS, HOUSE 
PURCHASE, ENDOW- 
MENTS, Etc., Etc. 


E. R. BALDING, 


Managing Director. 


42 Southwark Bridge Road, 


London. 

















banking systems. 


Whether Ledger Posting, Foreign 
Exchange, Automatic Addressing, 
etc., we are confident that we can 
satisfactorily take care of your re- 
quirements. 


Write or Telephone : 


H.M. ROSE & Co. Lid. 
64, BASINGHALL St., E.C.2 


Met. 6851—2 














THE UNITED CHEMICAL 


AND 


METALLURGICAL WORKS LTD. 


NA PRIKOPE 10, PRAGUE, IL., 
CZECHOSLOVAKIA 


are supplying all organic and inorganic chemicals, above 
all dyestuffs for the textile, leather and other industries. 


REPRESENTED IN ALL COUNTRIES. 
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THE STATE LAND BANK IN 1937 


he receding agricultural depression had enabled the Bank already in 

1936 to resume its active business which tendency became emphi sized 

further in 1937 and was reflected mainly in the field of the short and 
medium term credits. As in the previous year, the Bank’s activity aimed at 
increasing the profits of small agricultural holdings in Poland by way of 
stimulating agricultural industries and exports as well as the home trade in 
agricultural produce. 


The sum of short and medium term advances made in 1937 aggregated 
Zl. 181,0 millions, as against Zl. 70,1 millions granted in the preceding year. 
The balance of short and medium ‘ term loans outstanding as at December 31st, 
1937 totalled Zl. 94,1 millions, as against Zl. 57,1 millions on December 31st, 
1930. 


No improvement occurred in the field of the long term credit, inasmuch 
as the conditions prevailing on the internal capital market were unfavourable 
for floating thereon Mortgage Bonds and Land Improvement Debentures. 
The market had been severely hit by the recent crisis and drained by the 
Government which under the Four Year Plan had proceeded to raise funds 
for the execution on a large scale of public works, while conditions on the 
principal European markets were such as to render the collaboration of 
foreign capital impossible. Under these circumstances the Bank’s efforts 
tending to a resumption of long term credit operations have proved abortive 
and during the year under review the Bank’s activity in the field of that 
credit was restricted within very narrow limits. 


Considerable progress was made during 1937 with respect to the 
execution of the scheme of rural rehabilitation based upon the laws 
promulgated at the end of 1934 as well as with respect to the settlement of 
advances made prior to 1932. The conversion of short term loans through the 
medium of the Acceptance Bank, which had been terminated at the end of 
1936, reached a total of Zl. 103,2 millions, while the cost of rehabilitation 
which consisted of annulling in part or in whole the principal of loans granted, 
of lowering interest and spreading the repayment of principal over longer 
redemption periods attained Zl. 111,4 millions on December 31st, 1937, 
as follows :— 


Long term loans bia ii a .. ZI. 81,0 millions 
Short and medium term loans or ee = 


Customers’ liabilities contracted as a result of 
parcellation me i - <i. 9 Se ie 


The sums referred to above have been charged to the Rural Rehabilitation 
Fund which was raised in 1937 by Zl. 37,4 millions to a total of Zl. 167,9 
millions. 


An individual character having been given by law to the rehabilitation 
measures, the Bank’s inspectors examined officially approximately 15,000 
small rural holdings in order to investigate on the spot the plight of the 
various debtors. The carrying out of this plan of inspection and 
individualized rehabilitation necessitated a considerable effort on the part 
of the Bank’s staff and caused a rise in the Bank’s General Expenses from 


Z). 13,054,363 in 1936 to Zl. 13,457,275 in 1937. 
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Some Modern Italian Banks 
By Professor C. H. Reilly 


HAVE betore me some interesting photographs of 

branches of the Banco di Roma. Unfortunately, I 

have nothing but photographs, so that it is impossible 
to sav how their internal arrangements differ from ours, 
but one can readily note the change in expression which 
has come about in the last five years, something much 
more radical than has happened over here in that time, 
at any rate in our banks. 

I am told that the rich, massive Naples branch, by 
Commendatore Architect Ugo Giovannozzi, occupying a 
ine rectangular site near the harbour, is not more than 
ive vears old. I should have thought it was thirty at 
the least. I was myself building something very like 
its entrance hall and staircase in Liverpool thirty years 
ago with the same Neo-Grec detail, as it was called at 
he time Let that be. Here, clearly, is the classical 
tradition lasting, on classical soil, much longer than any- 
where else and with full richness of detail. Indeed, with 
oo great richness. The rectangular mass of the exterior, 
with its plain lower storeys and its strongly marked 
cornices, looks very well at first sight, and especially with 
a similar block echoing it a little further away with its 
cornice lines at the same level. Obviously there has 
been some real town-planning and town-designing here. 
[t is, though, I fear, only at first sight that the building 
looks so well. Almost at once one realizes that, if the 
mass of this building is impressive in its general lines, 
the individual facades, above their plain architectural 
basement in the Florentine manner, are far too over- 
loaded for our taste to-day. I can say “our” because 
the later banks we are shortly coming to show that 
Italian architects are feeling as we are in this matter 
of cleaning and purifying classical detail, if and when 
we use it at all. Certainly there are too many and too 
elaborate balconies to these facades and above the lower 
part of the building too much dressing up of the individual 
windows. If the two storeys enhanced by the pilasters 
had been left plain and flat so as not to overwhelm the 
pilasters and to be more in consonance with the two 
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rusticated storeys below, which I have called Florentine 
because they remind one of the glorious rusticated 
palaces of that city, the building externally would have 
been far more to our taste to-day. Not even the big 
English headquarters bank buildings near the Mansion 
House in the City, built as they mostly were during the 
boom years which followed the war, are so ornate as the 
upper two- thirds of this Naples building, and to-day most 
of us feel, I think, that they are one and all a little over- 
dressed. 

The interior of the banking hall is almost equally 
rich and on a scale we rarely reach in this country. The 
only banking hall here to which I can compare it is the 
big headquarters building of Martins Bank at Liverpool, 
of which Mr. Herbert Rowse was the architect. Rarely, 
of course, do we get a square site in this country which 
would allow of sucha hall. Mr. Rowse had it at Liverpool 
and, as I fancy here, placed his banking hall at the bottom 
of the central court which he required for lighting his 
upper storeys. He even cantilevered these out over the 
banking hall to get extra accommodation, as I remember 
from assessing the competition, which he largely won 
through this device. If this Naples building is as recent 
as said, it is possible that the same has happened here too, 
and that the offices above project inwards as far as the 
solid part of the ceiling. 

If one imagines the highly patterned and coloured 
glass in the ceiling and windows of this great hall removed, 
and the elaborate railings to the balcony, too, and that 
one has only the stonework left, one sees that of its 
ornate late Greco-Roman style it is a fine and scholarly 
example. I know it is difficult to see this with the high 
lights of the stained glass upsetting one’s judgment. 
The entrance hall, where there is less of such things and 
where one can judge the stone detail more readily, shows 
this better. The architect was certainly working in a 
manner in which he moved easily. It must be remem- 
bered that this entrance hall has a Greek Doric order 
and is consequently Doric in character, while the banking 
hall has a Greek Ionic order with correspondingly lighter 
if richer detail. Anyhow, I am sure that even twenty 
years ago both these interiors would have been thought 
of rather highly. With the puritanical reaction, which 
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% 
apparently Italy is going through as much as we are, | 
they are to-day under a cloud. 





irchitect Comm. Ugo Giovanr 
THE BANKING HALL OF THE NAPLES BRANCH OF THI 
BANCO DI ROMA 
To judge the extent of this puritanical reaction we 
have only to glance at the banking hall at Aquila designed 
by the bank’s own technical staff at Rome. It is almost 
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a change from a palace to a prison, yet to a beautifully 
finished prison. Nothing could be cleaner or more severe 
than the wall surfaces or the lines of the centre table and 
stools. Notice, too, the straightforward row of windows 
to the rooms or corridor looking into the hall and the 
simple skylight stretching to the full extent of it No 
decoration to the glass here. Can such a revolution 
really have been brought about in five years and in towns, 
too, not so very far apart? I think the Naples bank 


Id 
le 
lg 
Ls 
4 


‘s 
i 
6 
7; 
» 
"es 
> 


4 





Archit ct ane. Ugo Giovannozzi 
VESTIBULE LEADING TO STRONG-ROOMS, NAPLES BRANCH OF THE 
BANCO DI ROMA 
must, like a middle-aged lady, be a good deal older than 

she admits. 

Externally the best branch I have had sent me is 
the Bari one, also by the bank’s technical staff. I 
imagine this building has its two lower storeys in marble, 
the next two in stucco of two colours and the top in 
brick with the balconies marble throughout. This, 
I daresay, in the sunlight of Italy and seen in the narrow 
streets, has a good effect. The poor anonymous technical 
designer is clearly an architect of some sensibility from 
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the way, with his flat fronts to deal with, he has kept 
his balconies, necessary to the domestic apartments 
above the bank, as small as possible, adding a couple of 
rails to each to make them safe. If the architect of the 
elaborate Naples building had shown the same sensibility 
with regard to his balconies his building would have been 
a good deal better. 

The Bari branch has a fine entrance hall and staircase 
beautifully finished with some dark, polished material, 





Bank's Technical Office 


irchitect 


THE INTERIOR OF THE AOQUILA BRANCH OF THE BANCO DI ROMA 


and with the same effect of a low hand-rail above the 
balustrade to the stair which we saw in the balconies 
outside. We in England deny ourselves all ornament 
when we want to be very modern and up to date, yet 
how well the little golden group of the Wolf and Romulus 
and Remus looks against its black background! How 
well, too, the loose folds of the silken blind covering the 
great window behind the stairs look, and what a very 
sensible way (in a clean climate) of treating a big window 
when a staircase is crossing it! It is clear from this 
staircase and entrance and from the simple banking hall 
of this building that modern Italian architects (whether 
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they are given a name or not) can retain the monumental 
quality of their great classical tradition and yet turn 





Architects Bank's Technical Office 


THE BARI BRANCH OF THE BANCO DI ROMA 

out buildings which satisfy the modern craving for clean 
lines and surfaces and for efficiency combined with a 
high finish. 


——— 








102 THE BANKER 


— 


The Tripoli branch, by architects Alpago Novello 
and Ottavio Cabiati, is a more ambitious building than 
these last two, but that does not mean it declines into the 
ornateness of the Naples one. It has a tall Roman 
arcade, built in Travertine as high as the impost of the 
arches, to keep the sun from the windows of the two 
lower storeys. The two upper ones, in brick covered 
with plaster, have their windows protected by the little 
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roofed balcony to the upper one. This latter would be 
an amusing feature to a building less serious than one 
which the great arcade below and the impressive centre 
entrance proclaim this one to be. This entrance, which 
is a canted one at the junction of two streets, is further 
emphasized by a short, square tower above the flat roof. 
Though this tower serves its purpose of calling attention 
to the entrance and looks fairly well if one puts one’s 
hands over the buildings on either side, it does not in my 
opinion much help the building when seen as a whole. 
It is too small for that. 
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[he two photographs of detail which have been sent 
show some good strong Roman designing. One, of the 
entrance, shows the fine Travertine stonework of the 
arcade piers and the back wall in great blocks, and the 
lofty doorway in the latter encased in black marble, 
through the grille of which one sees a courtyard and palm 
trees. 1 suppose the actual entrance to the bank is from 
the courtyard to the right or left. 
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The second photograph is of this entrance, which 
appears to be up some curved marble steps and past 
a marble column carrying a seated figure of, I suppose, 
Italy. About its base are bronze seats and perhaps a 
shelf on which to write. Above the figure is a white 
background and canopy and then, I think, the open sky. 
Whatever the exact arrangement, and it is difficult to 
tell from the photograph with no plan to help one, it is 
very spectacular and magnificent. One can imagine 
such temple-like compositions impressing the minds of 
the Africans with the power of the bank and the might 
of Italy. Whether that is the purpose or not, one must 
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admit, in its rather theatrical way, it is afine thing. We 
learnt at the Paris Exhibition of last year how well the 
Italian architects can manage such motives. It is an 
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excellent example of the use of classical forms with no 
mouldings or enrichments and reduced to their simplest 
elements. So reduced, these elements seem to gain 
rather than to lose in impressiveness. How much 
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more effective, for instance, is this composition than the 
entrance hall to the Naples bank with which we began ! 
If the Italians have, unlike other nations, in their modern 
work kept to the bones of their great Roman tradition, 


Irchitect 1.pago Novello & Otta » Cabiati 
ENTRANCE TO THE BANKING HALL OF THE TRIPOLI BRANCH 
OF THE BANCO DI ROMA 


it must be admitted that in so doing, while shedding 


everything that is superfluous, they have yet not lost 
any of its essential spirit but have, rather, increased It. 











